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A Financial Notebook 








Advances Gather Speed 
THe record-breaking boom in bank 
lending, so far from slackening as 
it might have been expected to do 
after the first dramatic response to 
the new freedom, still seems to be 
gathering momentum. During the 
period covered by the latest quar- 
terly analysis, total bank advances 
rose by £245 millions, or by nearly 
twice as much as in the preceding 
quarter, which was itself a record. 
The expansion over the six months 
since the ending of the squeeze first 
began to exert its effects has reached 
the extraordinary total of £375 muil- 
lions, or 18 per cent, carrying the 
outstanding total at February last 
to {2,467 millions, or far beyond the 
highest point ever reached previ- 
ously (£2,215 millions in August, 
1955). These figures, set out in 
detail in our usual comparative table 
on page 274, relate to advances 
made in Great Britain by all mem- 
bers of the British Bankers’ Asso- 
ciation: they show an even faster 
growth than had been suggested by 
the monthly statements of the clear- 
ing banks, since the advances 
non-clearing banks rose during the 
latest quarter by £34 millions, 
whereas in the preceding quarter 
their rise had been only £3 miilions. 
More than half the spectacular 
expansion of these six months has 
been attributable, directly or indi- 
rectly, to the stimulus that has been 
given to consumption and to bor- 
rowings individuals—that to 
precisely those forms of bank finance 
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that had been most severely re- 
stricted throughout the period of 
‘* directive ’’ controls. 

Loans to personal and _profes- 
sional borrowers rose by £53 millions 
during the quarter, following an 
increase of {47 millions in August- 
November, making a rise of 30 per 
cent in the six months; the total of 
these advances, at {£437 millions, is, 
however, still slightly below the peak 
reached in 1951 and represents no 
more than 17.7 per cent of all bank 
loans, whereas at the end of the war 
it had stood at over 28 per cent. 


Financing Hire Purchase 

The new-style instalment loans 
cannot have accounted for more than 
£20-25 millions of this expansion. 
The banks have plainly played a 
large part, however, in the provision 
of finance for instalment trading. 
Their loans to hire-purchase finance 
companies by £19 millions 
during the quarter and by £313 
millions over the six months, raising 
the total under this head to the new 
peak of £59 millions—to which has 
to be added the bank finance pro- 
vided last vear by way of subscrip- 
tion of new share capital. An even 
larger sum may have been provided 
for hire-purchase finance indirectly, 
since loans to retail traders expanded 


rose 


during the six months by no less 
than £60 millions, whereas in the 
corresponding periods in the two 
previous years they had shown little 
thange. ‘These figures may be com- 
pared with an estimated growth of 








£107 millions, to £619 millions, in 
the total of outstanding hire-pur- 
chase debt between August and 
January; in the latest of those 
months the rise slackened to £15 
millions, compared with £38-39 mil- 
lions in each of the two previous 
months. 

The speeding up of bank lending 
in the latest quarter is partly a 
reflection of seasonal factors. During 
the August-November quarter in the 
six preceding years, bank advances 
to borrowers other than the state 
boards dropped on the average by 
£54 millions, whereas in November- 
February quarter they rose on the 
average by £63 millions. The recent 
expansion has exceeded these average 
movements by {170 millions in the 
first quarter and by {£187 millions 
in the second. 


Gold Inflow Slackens 

The rise in sterling initiated by 
the move to formal convertibility at 
the end of 1958 was resumed last 
month. ‘The sterling-dollar rate, 
which opened the month at $2.81, 
reached $2.812 in the third week, 
but the pace of the rise was much 
slower than in January. It seems 
likely that the inflow of uncovered 
short-term funds, which had helped 
to lift the rate in the early weeks 
of the year, had ceased. ‘The rise 
in the American ‘Treasury bill rate 
early last month attracted some 
continental money to New York. 

A sharp fall in the inflow of foreign 
funds probably accounted for the 
disappointingly small rise—for this 
season—recorded in the gold re- 
serves in February. During the 
month the reserves rose by some 
$45 millions to $3,156 millions. 
This was the smallest accretion 
recorded in any February since 1955. 
Britain’s trade gap, between exports 
and re-exports (valued f.o.b.) and 
imports (valued c.i.f.) in February 


was {£37 millions, compared with 
£41 millions in January and an 
average monthly rate of £43 mil- 
lions in the fourth quarter of 1958. 

Exports to North America dropped 
to £37 millions, but the total for 
January and February together was 
21 per cent higher than in the same 
months of last year. 


IMF Repaid 

I.ast month the gold reserves had 
to meet the repayment of $200 
millions of the $561 millions drawn 
by Britain from the International 
Monetary Fund in December, 1956. 
Last December the Government 
notified the IMF that $200 millions 
of the drawing would be repaid be- 
fore April 30, 1959, and that the 
outstanding balance would be paid 
off monthly during 1960 and 1961. 

The repayment of the $200 mil- 
lions led to an automatic increase 
of the same amount in Britain’s 
drawing facilities under the stand-by 
arrangement with the Fund first 
made in December, 1956, and re- 
newed for a further year last Decem- 
ber. The total amount of gold and 
foreign currency available to Britain 
under the stand-by arrangement is 
thus $938 millions. 


Forward Dealings Widened 

The revision of exchange control 
regulations that the Bank of England 
has been engaged upon since the 
unification of American and trans- 
ferable sterling was supplemented 
last month by two important amend- 
ments. ‘The first dispensed with 
the need to seek approval for for- 
ward dealings in gold. The impli- 
cations of this change are discussed 
in an article on page 225. 

The second considerably widened 
the basis of the forward exchange 
market by allowing sterling area 
residents to cover invisible trans- 
actions forward for periods of up 
to six months. Previously residents 
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of the sterling area had been free 
to enter into forward exchange con- 
tracts only in respect of payments 
for merchandise and the freight 
thereon. ‘They can now cover for- 
ward payments due in foreign cur- 
rencies within six months for royal- 
ties, service charges, copyrights and 
performing rights; advertising; air 
and sea charter hire; approved capital 
investment; and interest, dividends 
and redemption moneys. 

Expected receipts of foreign cur- 
rency can also be covered forward 
where the authorized bank is satisfied 
that the currency is definitely accru- 
ing to the resident within six months. 


Rising Money Rates 

After repeated disappointments, 
the London market has for the time 
being abandoned its hopes that Bank 
rate may come down from the 4 per 
cent to which it was reduced last 
November. One reason for this 
change of view was the resumption 
of the rise in short money rates in 
New York. After its long climb 
from well under 1 per cent last 
May to 3 per cent by mid-January, 
the American Treasury bill rate had 
reacted rather sharply; but at end- 
February it turned upwards again 
and in the second week of last 
month was followed by the official 
rediscount rate of the Federal Re- 
serve Banks, which moved up from 
2} to 3 per cent. This further indi- 
cation of the concern of the American 
authorities at the possibility of infla- 
tionary pressures (they have also 
introduced a tighter system of regu- 
lations governing security trading on 
margin) signally failed, however, to 
curb the buoyancy of Wall Street. 
The Dow Jones average of indus- 
trials, which had reached a peak of 
603.50 at end-February, climbed to 
614.69 by March 13—though it has 
since come back slightly. 

Meanwhile, the turnround in 
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American money rates had reinforced 
technical influences making for a 
rise in rates in London. Keen com- 
petition for bills—attributable in part 
to Bank rate hopes and in part to 
the seasonal contraction of the bill 
supply—had forced the rate down 
to a shade under 3 per cent by mid- 
February. At this point the London 
discount houses were almost cer- 
tainly making a running loss on their 
current intake of bills (average money 
costs are probably around 3} per 
cent); and the bills bought previ- 
ously at higher rates would by that 
time have mostly been re-sold. In 
the absence, therefore, of the chance 
of an early cut in Bank rate (and 
thus in short loan costs), the dis- 
count market felt obliged to reduce 
its tender price sharply—even though 
that might mean leaving a bigger 
share of the offerings to its com- 
petitors. ‘his manoeuvre took place 
in two stages at the end of February, 
since when the average rate has held 
reasonably steady at a little under 
3 s per cent. 


More Sales of Gilts 

The rise in bank advances dis- 
cussed in our opening note was still 
accelerating at the end of the period: 
during the four weeks to February 18 
total advances of the clearing banks, 
computed in the usual way, rose by 
{£74 millions, in spite of a decline 
of £9 millions in loans to the state 
boards. As the accompanying table 
shows, after excluding the extraneous 
transit items, advances to all other 
borrowers rose by no less than £90 
millions, compared with £46 millions 
in the preceding three weeks and 
{£64 millions in the last six weeks 
of 1958. In most banks this was a 
much bigger rise than could be 
accommodated by the existing basis 
of liquid assets, given the seasonal 
pressures, so that further sales of 
investments proved necessary. 














Barclays’ portfolio was reduced 
during the four weeks by no less 
than {37.7 millions (this bank was 
responsible for £233 millions of the 
rise in advances), the National Pro- 
vincial’s by {8.7 millions, Lloyds’ 
by £8.3 millions and the West- 
minster’s by {3.9 millions; the aggre- 
gate declined by £59 millions. This 
represents the heaviest rate of selling 
yet experienced; the £814 millions 
decline during the preceding three 
weeks was largely attributable to 
maturities of stock. From its peak 


Feb 18, Change on 
1959 Month Year 
{mn {mn {mn 
Deposits.. 6631.7 — 303.8 231.3 
“Net” Dep 6340.2* —~ 274.6 - 209.7 
: 6243.8+ — 265.0 
Liquid - yi 
Assets 2140.9 (32.3) -280.4 —112.6 
Cash .. 533.0 (8.0) - 37.8 18.1 
Call money 470.3 (7.1) - 3.0 55.9 
Treas bills 1005.1 (15.2) -—234.9 -202.1 
Other bills 132.5 (2.0) - 4.7 15.5 
«é Risk bP 
Assets 4294.4 (64.8) 14.4 -+ 330.6 
Investments 1961.5 (29.6) -— 59.4 -—122.4 
Advances§ 2332.9 (35.2) 73.8 -+453.0 
State Bds 68.7 - 8.7 + 13.1 
2264.2 82.5 + 439.5 
Allother $ cass 20 9 139.9 


* Excluding items in course of collection. 

+ Excluding all transit items as well. 

} Ratio of assets to gross deposits. 

§ Official total minus [Lloyds Bank transit 
item. 

|| Excluding transit items. 


of £2,203 millions in September, the 
aggregate portfolio has now been 
reduced to £1,962 millions, and the 
ratio to deposits has come down 
from 33.1 to 29.6 per cent; the 
advances ratio has risen from 30.5 
to 35.2 per cent—its highest since 
1940. 

In spite of the steepness of the 
rise in advances, the seasonal con- 
traction of deposits has this year 
been heavier than usual. During 
the seven weeks to February 18, 
net deposits declined by £421 mil- 
lions, compared with £385 millions 
in the similar period of 1958 and 
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£376 millions in 1957. The con- 
traction of liquid assets was, how- 
ever, less marked than in recent 
years: it amounted to {£352 millions, 
compared with £411 millions and 
£415 millions in 1958 and 1957, 
The central government enjoyed a 
bigger cash surplus this year (allow- 
ing for the enlarged flow into 
national savings), but a part of these 
resources was employed not only in 
meeting the January bond maturity 
but also in cushioning the gilt-edged 
market against the shocks of bank 
selling. ‘hanks to these sales, the 
average liquidity ratio did not de- 
cline any more steeply in the latest 
period than in the similar period 
last year, but, at 32.3 per cent, it 
was the lowest February ratio since 
1955. 


Sterling Balances Rise 

The fall in overseas holdings of 
sterling, which began in June, 1957, 
was sharply reversed in the final 
quarter of last year. ‘Total holdings 
rose by {£67 millions to £3,969 
millions, their highest level since 
September, 1957. ‘The balances of 
international institutions dropped by 
£13 millions, but overseas countries 
increased their holdings by £80 
millions to £3,346 millions. 

Non-sterling countries built up 
their balances by a further £42 
millions to £728 millions, making a 
total addition of £158 millions in 
the full year. More significantly, 
however, the independent countries 
of the sterling area, which had run 
down their balances in London by 
£199 millions between September, 
1957, and September, 1958, 1n- 
creased their holdings by {£34 mil- 
lions. ‘The final quarter of the year 
is not normally a good season for 
the overseas carnings of these coun- 
trices, and the rise in their sterling 
balances probably reflects the large 
flow of capital that they have been 























able to attract recently. In par- 
ticular India, whose sterling balances 
had been drawn down to a minimum, 
raised substantial sums abroad in 
the second half of 1958. 

Acceptance credits on foreign ac- 
count rose by £16 millions to £119 
millions in the three months, their 
first rise since the exchange crisis in 
the autumn of 1957. 


£13 Millions for Lloyds 

The second of the clearing banks 
to seize the newly-afforded oppor- 
tunity to raise new capital on the 
market is much more ambitious than 
the first. Whereas the Midland Bank 
was content with a rights issue of 
one-in-eight that brought in a total 
of just over {£4 millions, Lloyds 
Bank is offering one new share for 
every four shares now held, which 
will raise £13 millions. Existing 
shareholders are being invited to 
subscribe, in that proportion, for 
6,961,901 £1 shares at a price of 
37s 6d a share. ‘The value of the 
rights, however, was much smaller 
than the Midland’s 5s 9d a share; 
on the basis of the quotation just 
before the announcement, it worked 
out at 2s 8d, but the sheer size of 
the issue immediately pushed the 


market price down to 48s 9d (it 
later eased further), at which the 
rights were worth 2s 3d. 

The size of this cash issue is the 
more striking since it follows the 
exceptionally large scrip issue made 
as recently as last autumn. By 
drawing upon inner reserves in 
order to make good the resultant 
inroad into published reserves, the 
bank then increased its paid-up capi- 
tal by 50 per cent, to £27,848,000, 
and its total disclosed resources from 
£37,392,000 to £46,551,000. Now 
the capital is to be raised to 
£34,810,000 and the total disclosed 
resources (after charging the 
£161,000 estimated costs of the 
issue) will be £59,440,000. At end- 
1958 Lloyds was already showing a 
higher ratio of disclosed resources 
to total deposits than any of the 
other big banks. Now that ratio 
(also calculated on end-1958 de- 
posits) will be raised from 3.6 to 
nearly 4.6 per cent. 


BOLSA/’s Growth Continues 


A plea to western Europe for a 
‘“more conscious and _ considered 
contribution towards the capital de- 
velopment of the unsophisticated 
countries, more especially Latin 
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America’’, was made last month 
by Sir George Bolton, chairman of 
the Bank of London and South 
America. Savings in Europe, he 
said, have increased at a much faster 
rate over the past decade than in 
the United States. European banks, 
however, could not effectively mobi- 
lize their resources for use in Latin 
America until the remaining ex- 
change controls had been abolished 
and agreement reached on European 
free trade. 

In recent years, and especially in 
1958, South America’s appetite for 
capital has met with a poor res- 
ponse from western Europe. ‘The 
United States, however, has in- 
creased its annual investment in the 
area from $210 millions in 1954 to 
$1,350 millions in 1957. This con- 
trast is reflected in the pattern of 
exports. Whereas Britain’s share of 
world exports to South America fell 
from 13 per cent in 1938 to 5 per 
cent in 1957 and Western Germany’s 
from 17 per cent to 8 per cent, the 
United States’ share increased from 
34 per cent to 52 per cent. ‘There 
was now, said Sir George, a strong 
case for reconsidering “ self-regard- 
ing policies of restricting savings 
and capital for domestic use ’’. 

BOLSA itself recorded further 
rapid growth in 1958—a year that 
included currency depreciations in 
Argentina, Uruguay, Chile and 
Brazil. Deposits rose by {16.1 
millions to £130.5 millions. 


Eastern Banks in 1958 


Political disturbances and the fall- 
ing incomes of primary producers in 
the Middle and Far East formed a 
difhcult background to the opera- 
tions of the Eastern banks in 1958. 
Nevertheless, the two banks that 


reported last month—the Chartered 
Bank and the Hongkong and Shang- 
hai Banking Corporation—were able 
to show a further rise in deposits 
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and total assets during the year. 
The Chartered Bank, which in 1957 
acquired the issued capital of The 
Eastern Bank and last year took a 
49 per cent interest in the new 
Irano-British Bank, reported an in- 
crease of {£14 millions, to £219 
millions, in deposits. Acceptances 
fell by £2.8 millions to £7.4 millions 
and advances by {4 millions to 
£93.8 millions, but cash, govern- 
ment securities, and bills were all 
higher. 

Mr Vincent Grantham, the chair- 
man, reviewing the prospect for 
1959, underlined the warning con- 
tained in the Haberler Report about 
the consequences of excluding the 
cheap labour-intensive manufactures 
of India and Hongkong from western 
markets. ‘The reasoning behind such 
protectionism, he said, “‘ might well 
be invoked . . . to justify the virtual 
exclusion of British manufactures 
from the United States ”’. 


Light on the Merger 


The statement of the chairman 
of the Hongkong and Shanghai, Mr 
Michael Turner, throws some inter- 
esting light on the negotiations lead- 
ing to the recent takeover of the 
Mercantile Bank. Discussions began 
in early 1957, when the holder of a 
large block of Mercantile Bank shares 
offered to sell to Hongkong and 
Shanghai. These discussions, how- 
ever, were broken off owing to 
difficulties arising from the uncalled 
liability on the equity of both banks, 
but were resumed in the autumn of 
last year after the extinction of these 
liabilities in reorganizations of the 
banks’ capital. 

The Bank itself reports a rise in 
deposits of HK $31 millions to 
some HK _ §2,726 millions in the 
year, although advances fell by HK 
$90 millions to HK $1,096 millions 
and trade bills discounted by HK 
$53 millions to HK $437 millions. 
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How Much Tax 
Reliet ? 


N unusual, even a unique, opportunity faces Mr Heathcoat 
Amory in the budget he is to open in a few days’ time. He 
may be able to grant, with a clear conscience, bigger fiscal con- 
cessions than have been seen in any budget since the autumn of 

1945 —when the effort to switch from guns to butter was held to justify 
tax reliefs totalling some £350 millions in a full year. As many unofficial 
forecasts have made piain, the modern principle that a budget should be 
tailored to the shape of the nation’s whole economy, rather than to that of 
the Exchequer accounts, this year emerges in an unfamiliar guise. — 
of making the case for additional taxation in order to restrain demand, 
now makes the case for reductions in taxation in order to stimulate Pome 
The Chancellor’s unusual opportunity does not stem from the size of his 
prospective surplus on the budget accounts but from the size of the present 
surplus of productive capacity in Britain’s economy. ‘There is nothing 
exceptional, by post-war standards, in the prospective budget surplus; at 
present tax rates, that is unlikely to differ greatly from the £364 millions 
envisaged by the last budget. But the estimated excess of productive 
capacity over current output is greater than at any time since before the war. 
This line of approach to the budget, which is bound to play an important 
part in the Chancellor’s thinking, needs however to be followed warily. 
The scope for manoeuvre, unusual though it is, is certainly not so wide 
as might be inferred from some recent estimates of productive capacity. 
The concept of reserve capacity, which in any case is not susceptible of 
exact measurement, becomes after a given point a mere statistical abstraction. 
In theory it fixes the extent to which the total demand upon the economy 
could be increased without driving it into a new “ demand-inflation ’’—-on 
the hypothesis that the additional demand would call forth and be satisfied 
by additional production, without provoking any inflationary rise in the 
general level of prices. But the conditions in which the reserve might be 
wholly taken up could never be expected to obtain. In practice, therefore, 
even if the slack appeared to be fairly evenly distributed and the demand 
well spread, inflationary shortages and bottle-necks would be encountered 
long before the theoretical limits to expansion had been approached. 
Expansionist critics of the Government rarely draw attention to the 
limiting factors. Their arguments commonly imply that the scope for 
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expansion can be gauged merely from a crude comparison of the slow rate 
of growth of the economy in the past three years with its faster growth in 
earlier post-war years. In the seven years 1949-55 inclusive, the gross 
domestic product, valued at factor cost and at constant prices, expanded 
by 24 per cent, or at an average cumulative rate of just over 3 per cent a 
year. But in the three years 1956-58, in spite of the record volume of 
productive investment that has been adding to productive capacity (though 
not necessarily correspondingly), the real domestic product expanded by a 
mere 2.8 per cent, or by rather less than it had formerly done in a single 
year. In the year 1958 alone, moreover, the real product actually declined, 
by about 0.5 per cent, its first decline since the war. ‘The Government’s 
disinflationary policy, these critics contend, has therefore involved the 
forgoing of a volume of output equivalent to at least two years’ normal 
increment of productivity. ‘The theoretical scope for reflationary action, 
they seemingly imply, is indicated by these two years’ arrears, plus the 
natural increment that is “ due” for 1959—making a total equivalent to 
some 9 or 10 per cent of the current level of output, say, £1,800-2,000 
millions. Even more spectacular figures can be obtained by focusing, as 
many commentators do, not on total real product but on industrial pro- 
duction alone, since the so-called “ stagnation’”’ of the economy is here 
more readily apparent. In the seven years, 1949-55, industrial production 
expanded by fully 36 per cent, or at an average cumulative rate of nearly 
4} per cent, whereas in the past three years its total increase has been a 
mere 1 per cent (and the 1958 average dropped by that amount). 


Psychological Danger-points 

The difficulty is to decide how far the results of such calculations should 
be discounted. ‘The principle underlying them is sound: they prove con- 
clusively—since the contrast between the most recent and the earlier rate 
of growth is so large—that the limiting factor is now the level of demand. 
But different commentators will draw from them widely varying conclusions 
as to the extent to which demand can safely be expanded. The most 
responsible unofficial estimate lately framed on these lines was that reported 
by the National Institute of Economic and Social Research in the first of 
its bi-monthly Economic Reviews. It concluded that, ‘‘ unless the growth 
of demand is abnormally biased, industrial production might rise by 10 to 
15 per cent before the present opportunities for higher productivity were 
fully exploited. . . . Judging by past experience, such an increase could 
hardly be achieved in one year, but it might be achieved in two years or so ”. 
The fact, however, that “ the opportunities for expansion are there ’’ does 
not prove that it would be safe deliberately to inject into the economy 
spending power on a scale estimated to bring about that rate of growth. 
Moreover, the National Institute, rather surprisingly, dismissed out of hand 
the contention that estimates of the amount of slack accumulated since 
1955 must take account of the fact that the economy was then suffering 
from an inflationary overload. As a result of a direct enquiry of industrial 
firms, mostly in the metal-using industries, the Institute concluded that 
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only in isolated instances was capacity overstrained at any time between 
1951 and 1957: “ difficulties were due not to shortages of capacity but to 
shortages of labour and (until recently) steel”’. It is hard to believe, 
however, that demand could now be expanded to the same relationship 
to capacity as in 1955 without provoking inflationary overstrains in the 
economy. 

The Chancellor, in any case, ought to work within more constrictive 
limits than any that emerge from the “ capacity ”’ line of argument alone, 
even after all prudent reservations have been made. The danger-points in 
practice lie much closer than the points at which a new “ demand- 
inflation ’’ might be threatened. Britain’s reflationary policy must satisfy 
three other tests as well. It must not provoke a new crise de confiance for 
sterling. It must not provoke a new turn in the spiral of cost-inflation. 
And, as was argued in The Banker last month in the context of monetary 
policy,* it must be such as will leave the economy as well poised as possible 
to cope with inflationary dangers when next they do arise. Each of these 
conditions, it will be seen, is governed chiefly by public confidence and 
market psychology. None of them, therefore, is any more susceptible of 
measurement than is the concept of capacity; but in present circumstances 
these are the limits that are most relevant in practice. 

The economy may be technically able to produce 5 to 7} per cent more 
industrial output in each of the next two years, and to raise the total real 
product by 44 or 5 per cent a year. But if it is not likely to achieve most 
of that spontaneously (and with the aid of the reflationary stimuli already 
injected), is it really to be believed that a Governmental release of pur- 
chasing power on the scale calculated to boost it thus powerfully would 
not drive the economy quickly into one or other of these psychological 
dangers—causing a new run on sterling, a revival of undue wage pressure, 
or a new break in the gilt-edged market ? The estimates of what might 
be technically possible are admittedly related to what actually happened 
after 1952, the only other post-war period of recession, in which industrial 
production dropped by 24 per cent and gross domestic product showed 
only an insignificant rise. In 1953 and 1954 industrial output rose by 
6.1 and 6.6 per cent respectively, and domestic product by 3.9 and 4.3 
per cent. ‘The safe scope for expansion may be larger now than then, if 
only because the check has lasted much longer. But is it wise to regard 
the experience of those years as the criterion of safety ? 

This, after all, was the period in which business optimism was mounting 
to a dangerous pitch of over-exuberance. It is difficult to guess how far 
that was attributable to domestic influences; but in so far as official policy 
was to blame, the worst damage was probably done not by the deliberate 
reflation of 1953, but by the major fiscal blunder two years later, after the 
dangers had become apparent. The reflationary budget of 1953 granted 
tax reliefs totalling £170 millions in the first year, by way of income tax and 
purchase tax, and rising to £413 millions in a full year, mostly in conse- 





* See ‘‘ Long Rates in Reflation ’’. 














quence of the withdrawal of the excess profits levy and the restoration of 
the initial allowances. After making these large concessions, Mr Butler 
had the good sense to introduce a no-change budget in 1954. But in his 
pre-election budget in the following year, although the scope for manoeuvre 
was obviously much narrower than in 1954, he could not resist the temptation 
to concede a second cut in income tax. 

Mr Heathcoat Amory, in what will probably be the next pre-election 
budget, will have to indulge in no such wishful thinking in order to reconcile 
economic realities with popular measures. He has a duty to keep the total 
of his reliefs much below the grandiose proposals conjured up by the more 
enthusiastic exponents of the capacity argument. But he has also a duty 
to meet the challenge implicit in that line of argument. The policies of 
the free market economy have done pretty well, in these past eighteen 
months or so, in the first serious attempt that has been made since the 
war to cope with the menace of inflation. But it has still to be demonstrated 
to the critics of these policies, by actual performance, that resistance to 
inflation by these methods can be successfully combined with an optimum 
rate of economic growth. It is of high importance for the future of the 
free economy, as well as socially and economically, that the advance should 
be resumed. Mr Amory has a duty not to do too much; but he also has 
a duty not to do too little. 

Put in this way, his opportunity is seen to carry with it a very onerous 
responsibility. ‘The target at which he should aim if he is to avoid both 
extremes of danger will have to be selected by practical judgment and a 
nice sense of public psychology rather than by statistical calculations. For 
what it is worth, The Banker’s own guess is that policy should aim at raising 
the real domestic product in the coming year by between 3 and 4 per cent, 
and at maintaining at least the lower of those rates in the following year. 
By comparison with some forecasts, this will look an unambitious aim; but it 
is much more important to achieve a reasonable rate that may be sustainable 
than to aim at a high initial rate that may either carry the economy upward 
too fast or may have to be deliberately slackened. 

Even this modest rate of growth is not likely to be attainable without 
the stimulus of substantial fiscal concessions. Since the seasonal flush of 
economic white papers will follow hard on the heels of this issue of The 
Banker, it would be foolish to attempt here any detailed stocktaking of 
the economy. But the broad impression is clear. The stimuli applied 
last year have induced a small upturn in production, and although the 
major effects of the hire-purchase boom have already been felt, it seems 
probable that the measures as a whole—notably the planned increase in 
public-sector investment—will ensure some further growth. But in the 
absence of such a swing of confidence as would start a substantial resumption 
of stockbuilding, or such an increase in international purchasing power as 
would cause a marked expansion of exports (and neither looks probable at 
present), it is hard to foresee any perceptibly larger rise than 1 to 2 per 
cent in the real domestic product. The unexpectedly sharp decline in 
unemployment recorded last month—the total on March 9, at 550,000 or 
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2.5 per cent, was 58,000 smaller than on February 9, the biggest fall at 
this season since 1947—-may mean that there is a bigger momentum “ in 
the pipeline” than this. But that possibility is not yet supported by other 
indicators. On these assumptions, the amount of effective stimulus that 
the Chancellor should try to give through the budget would perhaps be of 
the order of {200-300 millions, allowing for the fact that the resultant 


increase in demand and incomes will exert a secondary expansive effect. 


Stimulating Consumption 

Given the virtual impossibility of stimulating private investment in the 
short run, it is inevitable that the budgetary stimulus this year should be 
directed mainly towards the consumer. ‘The most obvious reliefs for this 
purpose would be in income tax and purchase tax; 6d off the standard 
income tax rate and 3d off the “‘ reduced ”’ rates would cost about £135 
millions in a full year and perhaps £120 millions this year. Another 
suitable candidate for reduction would be the tax on motor fuel, since a 
cut here would not only tend to stimulate consumption generally but would 
also help to keep prices down. The more the Chancellor concedes in 
reliefs of a kind that would not be likely to be translated quickly into addi- 
tional expenditure, the greater the total of reliefs could safely be. Around 
one-third, perhaps, of any general income tax concession would fall into this 
category (since a large part of a cut in the standard rate simply goes, in 
the first instance, to swell the undistributed profits of companies). The 
proportion of any surtax cut that could be expected to be saved would be 
larger still; and the argument would apply even more strongly to the much- 
canvassed concession in stamp duties. 

The further the Chancellor deems it necessary to press concessions for 
the sake of their immediate reflationary effect, the more concerned he is 
likely to be, however, about the risks he may be running for the longer 
run. ‘Though taxes that are lowered can later be raised again if the stimulus 
proves to be excessive, no Chancellor would deliberately envisage large 
swings in both directions within a short period. Moreover, though the 
effort to expand demand must this year be exerted principally through 
consumption and public-sector investment, the Government must hope 
that in the second stage the momentum will increasingly be taken up by 
private investment and exports. At all costs, it must ensure that the 
induced revival in consumption and in some of the less immediately pro- 
ductive forms of investment will not in any way prejudice the chances of 
that second-stage revival. ‘This means that, in the special conditions of 
this current year, the Chancellor might look favourably upon any fiscal 
devices that could be expected to exert most of their stimulus fairly quickly, 
or in a once-for-all fashion. ‘That is one of the few economic arguments 
for deciding now to accelerate the repayment of the post-war credits (now 
totalling £430 millions), a course that has also been widely advocated in 
some quarters. Even though a considerable part of any special release 
might be expected to be automatically saved, the portion spent would exert 
a quick and non-recurring stimulus. 
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Europe’s Cautious 
Re-Expansion 





N February, with a further rise of 1 point, the Federal Reserve Board’s 

index of American industrial production stood within a point of its 

level on the eve of the recession. Last month the continued strong 

demand for steel may well have carried the index back to that level. 
If so, the American recession, which began in September, 1957, can be 
said to have ended officially in March, 1959, though a heavy legacy of 
unemployment remains. ‘The pace of recovery from the low point in 
April of last year, when the production index touched 126 or some 19 
points below the level in the previous August, has certainly been very much 
faster than most observers would have dared to predict twelve months ago. 
So far, however, the increase in the tempo of American business appears 
to have had little effect on activity in other countries—apart, of course, 
from Canada, the fortunes of whose economy remain inextricably bound 
up with those of the United States. 

In Europe the impact of the American recovery has scarcely been felt. 
The combined index of .industrial production for all members of the 
Organization for European Economic Co-operation, as the table overleaf 
shows, rose steadily throughout 1957 and reached a peak in the first quarter 
of 1958. ‘There was a decline of about 2 per cent between the first and 
second quarters of 1958 and a gradual recovery in the second half of the 
year. Seasonally-adjusted figures compiled by the OEEC suggest that by 
the end of the year output had made good the whole of the ground lost 
in the second quarter. ‘There were, of course, significant differences in 
the severity and the timing of the recession in individual countries, which 
will be discussed later, but for western Europe as a whole it appears that 
the entire span of the recession can be set between the first and fourth 
quarters of 1958. 

Thus western Europe’s recession was much shorter and far less severe 
than America’s. Indeed, in many continental countries—notably Austria, 
Germany, Italy and Sweden—there was little more than a flattening out 
of the previous upward trend. The fact that the downturn and the 
recovery in America each pre-dated that in Europe may suggest that the 
movement of the American economy has been the dominant influence on 
the course of European production in the past fifteen months. That, 
however, is not the case: one of the most remarkable features of 1958 
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was the comparative insulation of Europe from the effects of both the 
recession and the subsequent recovery in America. 

True, the American recession had some direct effects upon demand in 
a few European countries. American imports from Switzerland, Turkey 
and Belgium declined quite sharply in the first half of 1958. The fall in 
Belgian exports to the United States amounted to nearly 20 per cent, 
reflecting mainly a sharp drop in purchases of steel, and this fall played an 
important part in deepening the recession in that country. On the other 
hand, American purchases from other European countries, notably France 
and Britain, continued to increase throughout the recession, and total 
exports to the United States by the seventeen OLEC countries declined by 
only $15 millions between the first half of 1957 and the first half of 1958. 
The imports of those countries from the United States, however, fell by 
nearly $900 millions from their abnormally high level in the first half of 
1957. Certainly the recession in Europe cannot be ascribed to any sharp 
fall in American imports. Indeed, in themselves the trade figures imply 
that any deflationary wind blowing across the Atlantic last year came from 
the east. ‘The sources of Europe’s mild recession, and the sources of the 
subsequent recovery, must be sought nearer home. 

In so far as the recession in Europe stemmed from a fall in exports, as 
in some countries it undoubtedly did, the most serious decline was recorded 
in trade within Europe, which accounts for nearly half of the total trade of 
OEEC members. Intra-European trade contracted by some 4 per cent 
between the first half of 1957 and the first half of 1958. It is perhaps 
difficult to disentangle cause from effect here. ‘The decline in trade, how- 
ever, had been apparent for some months before output turned downwards 
and was largely the result of deliberate measures taken during the exchange 
crises of 1957, in particular by France and Holland, to restrict imports. 

‘These measures coincided with the ending of the bout of stockpiling that 
followed Suez and also with the completion of many large investment 
projects. If the American recession played any part in this it did so 
indirectly, through its effects upon the purchasing power of commodity 
producers and upon the state of business confidence. ‘The effect on com- 
modities will be discussed later. ‘The effect upon confidence cannot be 
determined with any precision. ‘The fact, however, that stock markets in 
most European countries—France, Belgium and Norway were the only 
notable exceptions—remained firm throughout the year suggests that 
business confidence was not perceptibly shaken. Share prices in Germany, 
indeed, rose by no less than 46 per cent in 1958. 

The failure of the recovery in American production in the past ten 
months to evoke any correspondingly vigorous response in Europe is, 
therefore, not surprising. In most European countries the upturn, like 
the preceding downturn, has been gentle and hesitant, and it has stemmed 
mainly from a revival in domestic demand, particularly consumption. 
Apart from France, whose devaluation at the end of 1958 was accompanied 
by stern measures against domestic inflation, most European countries have 
relaxed restraints on spending and in many cases also taken more positive 


217 











steps to stimulate demand. The first effects of these reflationary efforts 
were becoming apparent at the end of 1958, and the scattered evidence 
coming to hand in the past three months suggests that the gradual recovery 
has been sustained so far this year. 

Some serious soft spots still remain, however, notably in the coal, steel, 
textile and building industries, which bore the brunt of the recession. 
The heavy “‘ weighting ” of these industries in Belgium made that country 
especially vulnerable to the recession in demand, and despite some recovery 
in the second half of last year, unemployment there remains very high. 
It is concentrated particularly in the coal-mining area around Mons, where 
many of the marginal pits are being closed, and in the textile centres of 
Flanders. ‘The exceptional mildness of the winter and the keen com- 
petition of oil have led to a drop in coal consumption in Europe that has 
fallen specially heavily on Belgian mines. The reflationary measures 
recently proposed by the Government should begin to exert their effect in 


INDUSTRIAL PRODUCTION, 1957-58 
(Seasonally adjusted, 1953 100) 


1957 1958 

Ist 2nd 3rd 4th Ist 2nd 3rd 4th 

Qtr Qtr Qtr Otr Qtr Qtr Otr Otr 
Austria i - .. 142 146 146 150 150 149 151 - 
Belgium... - + “ae 124 117* 123 118 112 114 116 
Denmark .. - .. At9 119 117 114 117 117 117 119+ 
France - 3 Te 137 140 144 150 148 146 145 
Germany .. .. 146 147 146 149 151 150 151 155 
Italy 7 136 «6: 137,—s«139—«*139 139 138 140 145+ 
Netherlands - ae 127 126 121 124 25 128 a, 
Norway... - . 124 125 128 126 119 124 123 127+ 
Sweden... - .. 118 120 120 120 121 119 119 120F 
United Kingdom .. > eS 116 117 115 115 114 113 115 
All OEEC countries .. 129 130 131 132 133 131 132 133+ 
Canada 7 ca -» F 115 114 111 111 112 112 112+ 
Linited States - 108 108 108 103 97 96 101 105 


Source: OEEC ‘Tenth Annual Economic Review. 


* Decline reflects strike. + Average of two months only. 


the second half of the year, but the authorities are seriously hampered in 
their attempts to stimulate demand by the fear of further inflation. The 
avoidance of any further rise in prices and costs is the more imperative 
since production costs in many Belgian industries are already above those 
in comparable industries elsewhere in Europe. 

The recovery in industrial production in Norway, which after Belgium 
was the country most affected by the recession, has stemmed largely from 
a rise in export demand. ‘The contraction in industrial production last 
vear was concentrated upon the pulp and paper, canning and electro- 
metallurgical industries and the exports of these industries have shown 
signs of rising in recent months. In February the Norwegian Government 
forecast a rise of 4 per cent in gross national product, and of 4-5 per cent 
in mining and manufacturing output, this year. In the second half of 
1958 production was rising most rapidly in Italy and Germany, where the 
‘‘ recession ”’ experienced in the early part of the year had been little more 
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than a flattening out of the rising trend. ‘The rise showed signs of 
slackening, however, towards the end of the year, and in Germany the 
inflow of new orders failed to keep pace with industrial output. Some 
commentators have argued that this further shortening of order books 
might lead to a decline in output, or at least to a slower rate of expansion, 
in the early months of this year. In January, indeed, the index of German 
industrial production was 1 point below that for January, 1958, but the 
provisional figure for February was 5 points, or more than 2 per cent, 
higher than a year earlier. 

Outside Europe the impact of the American recovery has been rather 
more marked. A rise in Japanese exports to North America has helped to 
raise industrial production from the low point touched in March, 1958. 
By the end of October, after a rise of 10 per cent in seven months, industry 
had regained four-fifths of the ground lost in the recession. New orders for 
plant and machinery increased sharply during the autumn, although it was 
estimated that in September manufacturing industry was working at less 
than 70 per cent of capacity. ‘Towards the end of last year the Japanese 
Government estimated that the country’s gross national product would 
rise by some 54 per cent in real terms in the financial year 1959-60. 


A Turn in Commodities ? 


The effect of the American recovery on other countries 1s likely to be 
transmitted through purchases of commodities. Admittedly, the severe fall 
in commodity prices in the past three years was attributable less to the 
recession in America than to the failure of demand in Europe to expand 
at the pace anticipated when plans for increasing production were laid down; 
but the fall in American demand in the closing months of 1957 and early 
part of 1958 caused a further weakening, and this was later increased by the 
Administration’s measures to protect domestic producers. So far the 
recovery in American and European industry has had only a small effect on 
the general level of commodity prices, though the base metals, which had 
borne the brunt of the previous fall, have risen sharply. ‘The existence of 
so much excess capacity among commodity producers, however, suggests 
that any increase in the demand would be more likely to lead to an increase 
in the volume of sales than to a rise in prices. ‘The small increase in com- 
modity prices so far recorded may, therefore, understate the improvement 
in the earnings of primary producers in recent months. 

In the months ahead the prospects for exports from industrial countries, 
particularly Britain, will depend to a considerable extent upon the pur- 
chasing power of the primary producing countries. So far the effect of the 
fall in commodity prices on the purchasing power of these countries has 
been largely cushioned both by their willingness to draw down their exchange 
reserves and by the willingness of the industrialized countries to channel 
capital overseas. India has been by far the largest recipient of this capital, 
and last month India’s five leading creditors, meeting in Washington under 
the auspices of the World Bank, agreed further loans to finance the final 
two years of her five-year plan. Last year, however, there was a marked 
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slackening in the rate of growth of industrial output in India. Provisional 
figures suggest that output grew by about 3 per cent, compared with increases 
of 5 per cent in 1957 and 9 per cent in 1956. ‘This slackening was caused 
mainly by a decline in overseas demand for cotton textiles. Australia, 
Britain’s second biggest market, has managed to weather the sharp drop in 
her earnings from wool without cutting imports further or severely con- 
tracting home demand. ‘The fall in the wool price has inevitably brought 
deflation to Australia, but its influence has been partially offset by the 
continued expansion of manufacturing industry. 


* 


The broad conclusion that emerges from this survey is that the economy 
of the free world is once again expanding, but that outside North America 
the recovery has been gradual and hesitant. Its future pace is likely to 
depend largely upon the revival of private investment—-which was the 
mainspring of the long post-war boom—and of exports. ‘The easing of 
import restrictions by France, announced at the end of last year, should 
assist the revival of intra-European trade, particularly within the European 
Economic Community, and thus lead to an increase in industrial activity 
in some countries. American imports from Europe may also rise in the 
coming year, though this particular source can hardly exert a great influence 
on the level of activity since the exports of OEEC countries to the United 
States are equivalent to only | per cent of their total output. Exports to 
‘third ”’ countries, which in value terms are nearly four times as great as 
exports to North America, are more likely to wait upon a recovery in 
industrial production in Europe than to lead the way to it. In short, the 
buoyancy of overseas demand this year will depend mainly upon the 
success that the governments of Europe have in stimulating their economies. 
Europe’s response to the recovery in American production is likely to be as 
muted and as indirect as was its response to the American recession. ‘The 
impetus to expansion must come from within. 
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Credit in the Battle 
for Exports 


N the past month the Export-Import Bank of Washington has celebrated 

the passing of the twenty-fifth year of an extremely active and successful 

life. Almost simultaneously Britain’s Export Credits Guarantee Depart- 

ment, now approaching its fortieth anniversary, reported an increase in 
its business in 1958 of some 7 per cent to a new record level. No direct 
comparison can be made between these two official institutions since in 
the main they undertake different types of business. The Export-Import 
Bank is a direct provider of credit, while the ECGD is principally a guarantor 
of export credit risks, although under Section 3 of the Export Guarantee 
Act it can extend direct credit and has recently been doing so on an 
increasing scale. Despite this contrast, the two institutions normally deal 
with the same types of problem, are affected by the same circumstances 
influencing international trade and, on occasion, find themselves keenly 
competing in the battle for export markets. ‘Their recent experience should 
therefore be instructive. 

The post-war history of the Export Credits Guarantee Department has 
been one of steady expansion. Commercial business insured in 1958 
amounted to £520.6 millions, which compared with the previous record of 
{485.4 millions in 1957. ‘The increase in 1958, moreover, occurred in a 
year when Britain’s exports as a whole fell by 34 per cent. In part, the 
explanation must be the improvement in the facilities offered to its customers 
by the ECGD and the more effective public relations work of the Depart- 
ment. In the main, however, the increase in business must be regarded as 
a reflection of the economic recession in 1958 and of the increased political 
instability of many overseas markets. World-wide deflation has led to a 
demand for credit insurance from many exporters who previously would 
not have troubled to cover the risk of the insolvency of their customers. 
Political unrest similarly has led to increased demand for ECGD cover 
against the political risks and exchange risks. A further reason for the 
increase in commercial business transacted by the Department has been 
the considerable lengthening of export credit terms. This is another 
product of the recession and of keener competition for export markets. 

These various reasons remain strong, and the expansion of ECGD’s 
business is said to have continued uninterruptedly so far this year. This 
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expansion is marked not only in the commercial business, for which regular 
quarterly figures are published, but also in the special operations under- 
taken under Sections 2 and 3 of the Act. 

The business of the Department falls into three broad categories. 
Section 1 business comprises the bulk of its transactions and represents 
the guaranteeing of export credit risks that fall within the normal range of 
commercial transactions. ‘These risks are scrutinized by ECGD’s Advisory 
Council, a body composed of bankers and industrialists whose flair for 
estimating insolvency and balance of payments risks is highly developed. 
Section 2 business consists of the covering of credit risks that do not meet 
with the approval of the Council but, none the less, are deemed to be 
‘expedient in the national interest’ or to involve the rendering of economic 
assistance to overseas countries. Section 3 business comprises the direct 
extension of credit to overseas governments. Business under Sections 2 
and 3 is subject to a limit upon outstanding liabilities of £250 millions. 

Section 1 business itself falls into three main classes—short, extended 
and medium term. Short-term business is in the main in respect of the 
export of consumer goods and applies to credits of three to six months’ 
term. ‘There has been a tendency recently for credits in this category to 
reach towards the upper limit of this range. Intermediate credits, up to 
three years, cover goods such as diesel engines, machine tools, and cars. 
Cover for this type of product can be obtained under global policies if the 
term of the credit is less than three years. If the credits extend beyond 
three years, each operation must be covered under a separate specific policy. 
Medium-term policies are normally limited to a maximum term of credit 
of five years. ‘These apply to exports of heavy electrical goods and capital 
equipment of all kinds. In practice, the length of credit applying to such 
exports can, however, extend well beyond five years since the term is 
calculated from the date of shipment. In the case of made-to-order equip- 
ment such as heavy electrical goods, credit is often extended well before 
shipment. ‘This pre-shipment credit can also be covered by the ECGD up 
to a period of five years. A specific transaction under Section 1 could, 
therefore, be guaranteed for up to a maximum of ten years, though it is 
most unusual for this maximum to be reached. 


Matching Ex-Im on Aircraft 


The five-year restriction on the insurance of medium-term credits 1s 
adhered to voluntarily as a result of a “ gentleman’s agreement” by 
members of the Berne Union, one of the two international associations of 
credit insurers. ‘The Berne Union undertaking applies to the post-ship- 
ment credits and is not infringed by the addition of pre-shipment credits. 
The undertaking has, however, recently been broken in the case of credits 
for the export of certain types of civil aircraft. ‘The struggle for export 
markets has been fierce in this trade, and is at present concentrated between 
the United Kingdom and the United States, though France is now entering 
the field. It is a struggle in which competitive terms have been sharpened 
on the United States side by generous credit facilities from the Export- 
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Import Bank and by even more generous trade-in terms by American 
manufacturers for the old piston-engined planes, which the new jets and 
turbo-props are displacing. Consequently, in promoting the sales of the 
new British planes, such as the Britannias and Comets of to-day and the 
Vanguards of to-morrow, it has been necessary to extend credit terms to 
seven years from the day of delivery. In such cases, the ECGD, on instruc- 
tions from the Government, has duly adjusted the term for which it is 
prepared to guarantee credits. 

The most rapid increases recently have been in business under Sections 
2 and 3 of the Act. At the Commonwealth economic conference at Mon- 
treal last September, it was decided that the governments of independent 
Commonwealth countries should have access to direct Exchequer loans at 
only + per cent above the British Treasury’s own borrowing rate. In 
almost all cases these loans will be channelled through the ECGD. The 
main credits extended in previous years through this mechanism have been 
£10 millions to Persia, £10 millions to Pakistan and £8 millions to Yugo- 
slavia. Since last August, India has been granted {283 millions, Pakistan 
a second credit of £10 millions, and Sudan a credit of £5 millions. A credit 
to Ceylon is still under discussion. ‘These direct credits are granted against 
the security of promissory notes by the borrowing government or institution; 
these notes are taken up by the ECGD and the borrower’s account with a 
bank in Britain credited with the appropriate amount. 

In addition to the credits already agreed or under discussion, there is 
likely to be a further substantial loan to India before the end of this year 
to cover commitments in the closing years of the current five-year plan. 
There may also be a considerable expansion in the Department’s business 
as part of the new attempts to increase east-west trade. Until recently 
Soviet purchasing organizations bought in the sterling area on exceptionally 
short credit terms, settling 30 to 45 days after the presentation of documents. 
Now the Russians are asking for medium-term credit of up to three years 
for light engineering goods and of up to five years for heavy capital goods. Sir 
David Eccles, President of the Board of Trade, announced in Parliament 
last month that the ECGD would be prepared to insure such contracts, 
and added that the possibility of extending even longer-term credits, pre- 
sumably through some organization other than the ECGD, was under 
discussion. 

Although the expression “tied loans”? had never been applied to the 
operations of the ECGD, they are in fact automatically tied since the 
Department will only guarantee credits for the export of United Kingdom 
goods. Direct credits under Section 3 of the Act are similarly linked 
post facto to specific transactions between the borrowing country and 
exporting firms in the United Kingdom. 

The tied loan has been associated particularly with the Export-Import 
Bank of Washington. This Bank was founded early in 1934 as part of 
the nexus of New Deal agencies designed to help the United States economy 
out of its deep depression. It was designed specifically to give direct 
assistance to American exporters, though from the start it was enjoined to 
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do so in co-operation with private banks and financial institutions. The 
Bank was in fact the first public agency, either national or international, to 
arrange credits for large-scale economic development throughout the world. 
Founded with an initial capital of $11 millions, it is to-day authorized to 
have outstanding loans and guarantees of $7,000 millions. On February 11 
last outstanding loans amounted to $3,360 millions and undisbursed author- 
izations to $1,626 millions, giving total commitments of just on $5 billions. 

The figures of loan operations of the Ex-Im Bank dwarf those of the 
ECGD. The total of loans authorized by it has just passed the $10,000 
millions mark; of this total $6,700 millions has been disbursed. The 
widespread impression outside America that Ex-Im Bank has been almost 
exclusively used as the spearhead of economic penetration by the United 
States in Latin America is belied by the figures in the following table, 
which show the broad geographical distribution of its loans over the past 


twenty-five years. 
EX-IM BANK LOANS 
As at February 11, 1959 


Latin 
Europe America Asia Others Total 
($ millions) 
Authorized a i oe aa 3,668 2,017 648 10,069 
Disbursed ‘a * a 2,366 1,123 403 6,657 
Outstanding i 1,423 1,356 432 149 3,360 
Undisbursed authorizations* .. 549 594 455 28 1,626 


* After allowing for cancellations. 


European borrowers lead those in Latin America by a short head, though 
the relatively high ratios of undisbursed commitments to loans outstanding 
in respect of Latin America and Asia suggest that the Ex-Im Bank’s business 
with these parts of the world has recently been gaining on that with Europe. 
In financing the sales of civil planes to Latin America, the Ex-Im Bank has 
recently set a competitive pace that, as noted above, has forced the ECGD 
to break the five-year rule of the Berne Union. 

On the evidence of its results the Ex-Im Bank cannot be accused of rash 
lending. ‘The Bank, a showpiece among the relics of the New Deal and a 
pet of Congressional investigators, has earned during its twenty-five years of 
life a gross profit of $998 millions and paid interest and dividends of $438 
millions to the United States Treasury. Out of the $6,657 millions that it 
has disbursed it has only had to write off $2.9 millions as bad debts. It 
has been argued that this happy experience has been achieved by the 
Bank’s readiness to prop up its debtors. Except in a very few instances, 
as for example in the threatened Brazilian defaults of 1952, when the Ex-Im 
Bank bailed out American commercial creditors with a new loan to Brazil, 
this accusation does not stand up to scrutiny. In the competition for 
export credits the Ex-Im Bank has, on the whole, played fair both with its 
competitors and with the American taxpayers, whose money it uses. Had 
it been guilty of throwing good money after bad, nemesis would long ago 
have overtaken it. Now that ECGD is plunging more heavily into direct 
lending, the real test of its ability to judge the credit-worthiness of its 
applicants is about to begin. 
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The Forward Market 
in Gold 


By PAUL EINZIG 


N March 20 the Bank of England removed, unobtrusively and 
unexpectedly, the ban on forward dealings in gold that had 
been in force, in one form or another, for more than twenty 
years. Henceforth it will be possible for any authorized dealer 
to buy and sell gold in the London market for forward delivery without 
having to obtain the Bank’s permission. This welcome change is not, 
however, so abrupt as might appear, because for some time past the Bank 
had followed a liberal policy in its administration of the control. It had 
not required the specialist bullion firms concerned to seek a licence for 
each individual transaction but merely to consult it on matters of principle, 
and thus was prepared to give a general authorization for certain categories 
of transactions. Under this system a certain amount of forward dealing 
had developed from time to time in recent months, in connection with the 
uneasiness about the future of the dollar. Such transactions, however, 
were apparently not frequent enough to warrant the claim that there had 
been the re-creation of a forward market. The annual Bullion Review 
published by Samuel Montagu & Co last month indeed expressed its regret 
at the absence of such a market. ‘There can be no doubt that, notwith- 
standing the flexible policy followed by the authorities, the London bullion 
market was at a disadvantage compared with Zurich. 

Now that the ban has been removed, interest in forward gold transactions 
is likely to increase, especially if activity should expand as a result of a 
revival of nervousness about the future of the dollar—for example, in con- 
nection with the approach of the presidential election in the United States 
next year. In the circumstances, those interested in international finance 
may now be anxious to brush up their knowledge of this long-neglected 
subject. Accordingly, before describing the present structure of the market 
and the nature of the recent revival, this article will briefly survey the 
: Character and functions of such transactions before the war. 

Forward operations in gold usually provide a hedge against currency 
devaluations at times when the outlook for all currencies is uncertain. So 
long as there is one major currency that commands absolute confidence 
there is no need for hedging through gold, since the risks of other cur- 
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rencies being devalued can be covered much more simply by forward 
purchases of that trusted currency. Nevertheless, in the Eastern markets 
before the war the practice of covering the risk by means of forward gold 
transactions was very popular. In markets such as Shanghai or Bombay 
there was a large turnover in forward gold, much of it purely speculative. 
The bulk of dealings in Shanghai, for instance, was in “ fictitious bars ”’: 
it was understood that when such forward contracts matured no gold would 
be delivered, but merely the difference settled. 


Hedging Operations in the ’Thirties 

The decontrol of allied currencies at the end of the first world war led 
to some activity in forward gold in Europe, but the existence of one cur- 
rency—the dollar—that was above suspicion prevented the development of 
a really active market in the west. It was not until the ’thirties that London 
and other western bullion markets developed an active interest in forward 
gold. ‘There was a certain amount of activity before the suspension of the 
gold standard in 1931, in anticipation of that change. ‘Towards the end of 
1930 and during 1931 French and other continental dealers often bought 
gold for forward delivery in the London market at a relatively high premium, 
because they were afraid that it would no longer be possible to withdraw 
gold from the Bank of England in three months’ time. Owing to uncer- 
tainty about the possible reactions of other currencies to a suspension of 
the gold standard by Britain they preferred this form of hedging to a 
simple short sale of sterling. After Britain’s departure from gold the 
fluctuations of sterling and the uncertain prospects of currencies that 
remained on gold made it appear expedient to hedge by means of forward 
gold transactions rather than by forward transactions in any currency. 

During the ‘thirties the market in London became very active. In 
addition to the six firms participating in the gold market, a very large 
number of banks carried out transactions both on their own account and 
on behalf of their customers. While in 1958-59 gold has been bought 
invariably against dollars, in the ‘thirties it was bought against various 
currencies. ‘This provided an opportunity for a wide variety of ingenious 
arbitrage operations and there was good scope for the quick-witted arbi- 
trageur to secure relatively wide margins of profit. 

Forward dealing was by no means always a one-way market during that 
period. Indeed in the months that followed the suspension of the gold 
standard there was at times heavy selling because some gold producers 
felt that the high sterling price of gold was too good to last. ‘They en- 
deavoured to sell their future output on the assumption that by the time 
the metal became actually available the price would be lower. On the 
other hand, many operators who took a pessimistic view of the prospects 
for sterling played for safety by forward purchases of gold. 

Even though forward facilities were available only for brief periods— 
seldom beyond three months—it was always possible to carry on a hedge 
by repeatedly renewing the operation on maturity. This was done sys- 
tematically by residents of the gold bloc countries in anticipation of the 
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long-deferred devaluation of their national currencies. ‘They did not trust 
sterling or the dollar and preferred to be on the safe side. At times such 
operations assumed considerable dimensions and accentuated the pressure 
on the gold bloc currencies. The French Government and the other 
governments of the gold bloc countries made representations to the British 
Government, requesting it to place a ban on forward gold transactions. 
In deference to their wishes an unofficial embargo was placed on specu- 
lative forward gold transactions early in 1936. Continental banks desirous 
of buying forward gold in London were required to make a declaration 
afirming the legitimate character of the risk against which the operation 
was claimed to be undertaken. Needless to say, it was impossible to check 
these declarations, and in practice the embargo was largely ineffective. It 
was removed in November, 1936, when, after the devaluation of the gold 
bloc currencies, the free gold market in Paris was reopened. 

In 1938 a stricter embargo was introduced, since by that time the inter- 
national political situation and the burden of rearmament had given rise to 
persistent pressure on sterling. After the outbreak of war the ban was 
reinforced under the Defence Regulations. At the same time dealings in 
spot gold were suspended except for the purpose of industrial requirements. 
In any case, the rigid pegging of sterling, which kept the spot price of gold 
stable throughout the war, entirely removed the scope for forward operations. 

When the London gold market was reopened in 1954 it remained con- 
fined for a long time to spot transactions. Under the Exchange Control 
Act, forward gold transactions remained subject to licence by the Bank of 
England. In some other western European centres, especially in Paris, an 
active forward market in gold developed, owing to the instability of the 
national currency. ‘The existence of exchange restrictions, however, isolated 
these markets from the international bullion markets. Similarly, the for- 
ward market in Bombay remained isolated because of the restriction on the 
movement of gold. Hence the emergence occasionally of a discount on 
forward gold in Bombay at a time when forward gold was at a premium 
in western markets cannot give rise to arbitrage. 


The Recent Revival 


During 1958 there was a certain amount of activity in forward gold in 
Zurich, and after some hesitation dealings also began in London. As 
before the war the daily “ fixing” remained confined to spot gold, and no 
forward price is quoted in the City columns. ‘Turnover in the forward 
market fluctuates widely—largely in response to sentiment about the pros- 
pects of a dollar devaluation. From time to time exaggerated accounts 
of the alleged volume of activity in forward gold come into circulation, 
mostly in the United States. No reliable information is available about the 
relative size of the turnover in London and Zurich, but these two markets 
between them must have handled a modest but by no means insignificant 
volume of business in forward gold in recent months. Some dealings have 
also taken place in Brussels. 

The main reason for the revival of dealings in forward gold is that, as in 
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the ’thirties, there is now a feeling of uncertainty about the prospects of 
all currencies. So long as the dollar was trusted implicitly it was univer- 
sally used as a hedge. But now some people consider its devaluation to 
be only a question of time. Nor does any other currency offer an alterna- 
tive hedge. It is taken for granted that all currencies would be involved 
in a dollar devaluation, though not necessarily to the same extent. 

This revival of demand for forward gold facilities confronted the British 
monetary authorities with an awkward dilemma. As may be imagined, 
they did not wish to encourage the development of a speculative market in 
gold or the provision of facilities for a flight from the dollar by Americans. 
On the other hand, they must have felt that an unduly rigid application of 
the ban on forward dealings in gold in this country would handicap London 
as an international banking centre. Forward dealing in gold is free in 
Zurich, and, even though there have been so far no forward dealings in the 
recently established Toronto gold market, there is nothing to prevent the 
development of a forward market there. Moreover, although there is no 
gold market, spot or forward, in New York, there has been lately a certain 
amount of dealing in gold “ options’? under which the payment of a 
premium entitles the American buyer to claim on maturity delivery of 
gold deposited in Zurich. In western Europe, too, there is a possibility 
of a forward market developing in Frankfurt. And if France were able to 
dispense with exchange control, Paris might again become an active inter- 
national market for forward transactions in gold. In any case it might be 
argued that if the United States authorities considered forward gold dealings 
an embarrassment the remedy would lie largely in their own hands. 

Faced with this dilemma the British authorities adopted for a while a 
typically British compromise. While maintaining the letter of the existing 
restrictions on forward dealings, they liberalized the spirit in which the 
restrictions were applied. Instead of rigidly enforcing the requirement 
that each individual transaction in forward gold must be subject to a licence, 
they allowed dealings so long as they were confined to approved types of 
transactions. ‘This elastic embargo, however, was enforced much more 
effectively than was the pre-war embargo, since dealing in gold is now 
confined to the specialist firms. These now number five, because since 
the war two bullion brokers have amalgamated; in addition, there is one 
merchant bank that, without being a member of the bullion market, has 
specialized in bullion dealing since the ‘twenties, and is still very active. 
It was therefore easier for the Bank to ensure that its wishes were respected 
than it was when practically every bank took an active hand in the market. 
Even though theoretically all banks that are authorized dealers in foreign 
exchange can operate in forward gold, in practice they prefer to transact 
their business through one of the six firms. This is because profit margins 
are now so narrow that it would hardly be worth while for banks that are 
not members of the gold market to operate in it. 

The firms concerned consulted the Bank of England whenever they 
wished to undertake a type of transaction not yet authorized, or when con- 
fronted with some borderline case, or when the amount involved was un- 
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usually large. ‘They also consulted the Bank on occasions when, instead of 
covering their forward sale by the purchase of spot gold, they wished to 
carry an open position. Such operations involve the dealer in the risk of 
being unable to buy in the necessary amount of gold at the delivery date 
at the spot rate prevailing at the time, owing to a shortage of supplies in 
the market. 

The Bank of England itself never transacts forward gold business, either 
on its own account or for customers. It is in charge of the sale of South 
African gold, but it need not necessarily be a willing seller of spot gold at 
the market price. In given circumstances it may be prepared to tell the 
bullion dealer that it would provide the necessary gold on maturity, but 
the price charged will depend on conditions prevailing at the maturity date. 
If the Bank is not a keen seller it may quote a spot price higher than the 
prevailing market price. For this reason bullion dealers prefer to cover the 
transaction by a purchase of spot gold. 

The basic principle was that while facilities should be provided for hedging 
genuine risks, the London market should not lend itself to speculative opera- 
tions, or to those arising from a flight from the dollar by Americans. ‘Thus 
it was permissible as a rule to sell forward gold to buyers who genuinely 
anticipated the receipt of dollars, or who wished to cover risks arising from 
contracts containing a gold clause—future payments to be made “ in gold 
dollars of the present weight and fineness’’. Central banks were thus 
able to hedge against a depreciation of their future dollar receipts for some 
months ahead. On the other hand, operations by Americans who wanted 
to hedge against a devaluation of the dollar without having to tie down 
their capital through the purchase of spot gold abroad were not encouraged. 


A Two-way Market—Thanks to Soviet Sales 


Given this attitude, the decision of the London authorities to make a 
further liberalization may perhaps be attributed to the absence of any undue 
volume of speculative activity during the last month or two. Until now, 
individual forward transactions have been tolerated provided they were of 
an approved type. It has now become officially possible to engage in 
forward transactions without having to obtain either the approval of the 
individual transaction or even a ruling on the principle involved. Hence- 
forth, therefore, the London bullion market will be able to compete with 
Zurich and other possible rival markets on an equal footing. As before the 
war, there will be no forward transactions on the daily fixing, and the 
authorities do not favour the announcement of a forward price. The legal 
position, it should be noted, will remain unchanged: the Bank of England 
will be in a position to reimpose the ban at any time on the basis of the 
Exchange Control Act. 

As in the ’thirties, the forward market is a two-way market. ‘This time 
the most important seller of forward gold is the Soviet Government. 
Evidently Moscow does not anticipate an early devaluation of the dollar 
and is prepared to take a risk, such as it is, for the sake of obtaining a some- 
what higher price for its gold exports. 
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The premium does not as a rule exceed 4 per cent per annum, because 
the financing of the spot gold transaction involved is based on the interest 
rates prevailing in New York. The bullion firm that covers the sale of 
forward gold by a purchase of spot draws on its dollar deposit and loses 
the interest it would otherwise earn on the funds. Despite the relatively 
low money rates obtaining in New York there would be an increase in the 
premium if the demand for forward gold were strong and could not be 
partly offset by forward selling by the Soviet Union and others, because 
the dollar resources of the bullion firms are necessarily limited. 

The low level of the premium, the relatively moderate turnover, the 
small number of the firms, and the fact that the market is not merely one- 
way indicate that the revival of forward dealing in gold does not at present 
constitute a major problem. If a real flight from the dollar were to develop 
the premium would widen, the turnover and the number of active operators 
would increase and the market would tend to go one-way. ‘There can be 
no doubt that if such a situation were to arise the British authorities would 
be willing to co-operate with the American authorities to curb such activities. 
Meanwhile, the British authorities expect the bullion market to use its 
newly-acquired freedom with discretion. But, so long as the United States 
continues to allow her citizens to buy and hold gold abroad it would be 
absurd to weaken London’s status as an international banking centre by 
diverting the resultant forward business in gold to rival countries. 
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BRITISH BANKS IN TOWN AND COUNTRY 


Westminster Bank, Maldon 


HE centre of Maldon, the charming old country town in Essex, is 

full of examples of inns, shops and houses of fine quality. A local 

society exists to preserve its distinctive character. Maldon is a very 
ancient market town, and is these days also a venue for sailing enthusiasts. 
For the architecturally-minded, the famous church of All Saints in the 
High Street is built in the Decorated and Perpendicular styles. It is of 
flint and stone and has a singular triangular tower crowned with a 
hexagonal spire. Next to the church, in Silver Street, is one of the most 
interesting inns in Essex—The Blue Boar, which dates in parts from the 
fourteenth century. 

Maldon, indeed, is full of interesting buildings. High on the list is the 
famous Moot Hall, dating from the fifteenth century, though most of it 1s 
Georgian. And, in case it be thought that Maldon is far behind the times, 
not the least interesting of its buildings is the nuclear power station now 
under construction at Bradwell. 
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The local branch of the Westminster Bank, as will be seen from the 
drawing, has three-light windows on the ground floor and simplified pilasters 
unmistakably nineteenth century in character. ‘The upper structure of the 
bank is particularly pleasing; the windows with their double vertical sash 
bars are of impeccable proportions, and the surrounding brickwork is grey 
and yellow in colour. Variety is given to the whole mass of wall by the 
recessions and thin pilasters which run up to the cornice. 

This is typical of the subtlety with which Georgian and Regency builders 
with an eye for harmonious effect obtained, with the simplest materials, 
arrangements highly satisfying to the connoisseur. Similar arrangements 
can be found often enough in unpretentious wayside cottages, and the 
disappearance of such artistic feeling is one of the chief causes of the dismal 
architecture of the present day. 
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Signs of Improvement 


UR economic situation, I think, progresses reasonably well. 
Certainly the winter bulge in unemployment was bigger than 
has been normal in recent years. But the fall in February 
and March, which reduced the January total of 620,000 to 
550,000 and the percentage from 2.8 to 2.5, was quite unexpectedly large. 
And we can look during the summer months for a further fall though it 
is not to be expected (and indeed not to be hoped) that the unemployment 
percentage will approach the 1955-57 lows of 1 per cent plus until industry 
develops a much stronger upward trend than is apparent at present. 
Meanwhile, the consumption and consumer durable industries remain 
active and despite the half-million unemployed workers, the sale of their 
products is at record volume. ‘The capital goods industries, on the other 
hand, still yield no positive evidence of recovery, though the signs that 
they will recover presently are multiplying. ‘Thus steel output, while it 
has ceased to shrink further, has still not started to expand; yet the steady 
shrinkage of stocks in merchants’ and consumers’ hands signals unmis- 
takably that the turn is not far off. Constructional activity, though also 
not expanding, has so far belied the forecasts of the pessimists by con- 
tinuing at a pretty high level. Thanks mainly to the buoyancy of the 
demand for private dwellings, which is offsetting the decline in the other 
types of building, one can hope that this great group of industries can now 
look for gradual improvement rather than further decline. Let us note, 
furthermore, that though our exports are still trending slightly downwards, 
the very moderate dimensions of the trade gap indicate that the balance of 
payments, while well below last vear’s record level, is still running in com- 
fortable surplus. And finally, let us note that the retail price index is for 
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the first time for five years stable or very nearly so. At mid-February 
the index was 110, the same level as in November. 

All this makes up a picture which is certainly not brilliant, but which 
is not gloomy either. ‘The great danger now lies, as I see it, in the im- 
patience of the young men—and the not so young—in a hurry, the people 
who, apparently, cannot think beyond the next six or nine months and are 
willing to pay almost any price for the maximum possible expansion of 
production and employment within that time, quite regardless of the subse- 
quent consequences. ‘There are broadly two classes of these impatient 
people—the politicians and a section of the academic economists. I can 
understand the politicians, with their eyes on the General Election and the 
supreme importance of their own re-election, finding it difficult to curb 
their impatience. But the academics ought surely to be able to take the 
longer view. Yet they clamour for such expedients as a trebling of the 
price of gold, an unbalancing of even the ordinary above-the-line budget 
and a return to the Daltonian tactic of forcing down the long-term rate of 
interest by buying up Government stocks with Treasury bills—quack 
remedies for which a high price would surely have to be paid in the not 
distant hereafter. 

The left-wing politicians, willing as they are to subscribe to the monetary 
devices of the academics, also have their own proposals to make which 
amount, roughly speaking, to attempting the difficult task of infusing energy 
and vitality into the industrial system through the increased use of controls 
and restraints. 

Prominent among the recent proponents of this doctrine is Mr Douglas 
Jay, who has written a report on unemployment based on a visit to some 
of the industrially depressed areas. Mr Jay’s thesis is that unemployment 
in these areas can be cured, or at least greatly mitigated, by increased use 
of the powers which the Government possesses of “ steering ’’ industry 
into the areas where there is more than average unemployment and away 
from the areas in which unemployment is relatively light. He complains 
that the Government has bungled its administration of the two Acts con- 
ferring these powers, the Distribution of Industry Acts, 1945 and 1958, 
that it has stopped the clearance of derelict sites, that it has “‘ for purely 
doctrinaire reasons”’ sold factories instead of letting them at subsidized 
rents, that it has failed to build ‘“‘ advance factories ”’ to be let in course of 
construction, and soon. He wants the steering powers to be used (ominous 
words) ‘“‘much more toughly”’ and he claims that his measures would 
bring full employment to many of the worst-hit areas in a comparatively 
short time. (Some of Mr Jay’s colleagues have gone even further and 
claimed that Mr Jay’s measures, if adopted, would substantially cure 
unemployment altogether in three years!) 

Mr Jay’s standpoint, in a word, is that as you cannot “ direct” labour 
you must “ direct’’ employers to take work to the workers. Up to a 
point no doubt it can be done. Many light industries can be carried on 
almost anywhere at approximately the same unit costs. Nevertheless, 
there are strict limits to the mobility of industries and when Mr Jay talks 
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about “‘ getting tough ”’ with employers, he seems to forget that employers, 
‘ steered ” in a direction that does not suit them, have always the alternative 
of dropping the project they had in mind. 

In any case, if you create employment in one area by steering industry 
into it, you create an equal amount of unemployment in the area away 
from which the industry is steered. Mr Jay’s plan is not a plan for curing 
unemployment but a plan for spreading employment—and unemployment 
—more evenly over the country. Not by any word or sentence in his 
pamphlet does he acknowledge that. It is true that he twice slips in a 
perfunctory reference to the underlying need for ‘‘a general policy of 
expansion ’’. 

Well, we have practised a general policy of expansion almost continuously 
since the end of the war and the present situation which Mr Jay finds so 
distasteful stems from that policy. Mr Jay throws in a word of con- 
demnation of the Government’s deflationary measures, but he makes no 
attempt to define what the Tory Government should have done in the 
circumstances of September, 1957, or what the Labour Government would 
have done in the very similar circumstances of October, 1951, if it had not 
deemed discretion to be the better part of valour. 

Mr Jay’s colleagues do him no service by asserting that his report provides 
a blue-print for the cure of unemployment—even throwing in his “‘ general 
policy of expansion’’. In an industrial society such as ours, there is no 
cure for unemployment and it is dishonest to pretend that there is. Unem- 
ployment can be alleviated in various ways—by increasing the mobility of 
labour, by retraining displaced workers for new jobs, even, within limits, 
by the device to which Mr Jay attaches such exaggerated importance, of 
moving the jobs to the workers. But it cannot be eliminated. Only 
dictatorships can, at a price, eliminate unemployment. They do it by 
directing labour and prescribing wage rates, by controlling production and 
the supply of goods and by ordering demand to fit supply. And any 
residual mal-distribution of labour and under-employment they conceal. 


’ 


They ‘‘ make a solitude and call it peace ”’. 


The Case for Bigger Bank Capital 


And now to a different subject, the decision of three of our big banks to 
do something which, with one minor exception, they have not done for a 
generation, namely, to offer shares for subscription in cash. These offers, 
which are likely to be imitated by other banks, throw into the limelight a 
question which was once ever-present in bankers’ minds, but in recent 
years has been lost in oblivion, the question of the proper relationship 
between the banks’ capital resources and their liabilities to their customers. 

A century ago J. W. Gilbart, the famous first general manager of the 
first joint-stock bank to open up for business in London, expressed the 
view that “although the proportion which the capital of a bank should 
bear to its liabilities may vary with different banks, perhaps we should not 
go far astray in saying it should never be less than one-third of its liabilities ”. 
Fifty years ago, the late Mr Ernest Sykes in bringing out his edition of 
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Gilbart on Banking appended a footnote to the author’s dictum in which 
he remarked that though Gilbart’s view was no doubt a very reasonable 
one when it was first expressed, it had become “ quite untenable ” with 
the development of joint-stock banking and the growth of public con- 
fidence in the banks. Indeed, he remarked, if the Gilbart proportion were 
generally adopted, bank dividends at the average rates of profit obtaining 
in 1907 would in many cases entirely vanish. ‘To what level the actual 
ratio of capital to liabilities had fallen by that time Sykes did not say. But, 
as was shown in The Banker last month, the average ratio of paid-up capital 
plus published reserves to gross deposits was around 12 per cent in 1900, 
73 per cent in 1929, 64 per cent in 1938 and is now only a shade over 3 per 
cent. Failing any cash issue of capital, the expectation would be that the 
ratio would decline further. 

Is it desirable that this should be allowed to happen, and if so to what 
limit ? Some people argue that “‘in modern conditions”’ bank capital 
really serves no useful purpose and that therefore any further decline in 
its ratio to liabilities is a matter of indifference. ‘They say that the banks 
have never been in the slightest degree handicapped by insufficiency of 
capital in making investments in branch buildings or in hire-purchase 
companies. And they maintain that to-day, unlike a hundred years or 
even fifty years ago, no bank needs capital as a safeguard against bank- 
ruptcy since it is now generally accepted that the social consequences of 
any single large bank suspending payments or even having to face a serious 
“run ’’, would be so grave that the State or the other banks or both would 
in self-defence be bound to launch a rescue operation. 

Under this argument, the banks are “all in it together ’’ and there is no 
sense in any individual bank taking the steps which were desirable “in the 
old days” to safeguard its own position. 

This is the extreme point of view. ‘The most cogent answer to it, I 
think, is that if individually the banks came to behave as though they had 
no responsibility for their own solvency, there would be no case for pre- 
serving their independence. Better combine them at once in the “ money 
trust ’’ which was such anathema forty years ago that it was agreed that 
there should be no further amalgamations of large banks, without the 
direct authority of the Treasury. Better nationalize them—which would 
be the only form of money trust even remotely acceptable to-day. 

This, it seems to me, is the logical conclusion to which this line of 
argument leads. If one rejects the conclusion, as I am sure ninety-nine 
people out of a hundred would do, then one must re-examine the steps in 
the argument. If one holds that in any economic society such as 
ours, in which 80 per cent or more of industry is conducted by private 
enterprise, it is unthinkable that banking services should be in the hands 
of a single institution, state-owned or not, having the power to make or 
break a firm without right of appeal, then one must start again and ask 
what conditions it is necessary for a single bank to fulfil in order to preserve 
its own individuality and independence. 

If one does that, one can only conclude that a bank’s capital fulfils much 
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the same function now as it always has done. And I think that one must 
conclude that, though the desirable ratio of capital to liabilities is no longer 
what J. W. Gilbart thought it should be, it is nevertheless higher than it 
now is in fact. 

I would say that the purpose of bank capital is twofold, namely, (1) to 
create confidence in the minds of depositors and others who deal with banks 
that under no conceivable circumstances can they suffer loss through default 
on the part of the bank, and (2) to provide protection against exceptional 
losses to which all banks are liable from time to time. 

It may be said—and Sykes was inclined to maintain it fifty years ago— 
that the almost absolute degree of confidence postulated by (1) already 
exists. Maybe it does at the moment. But supposing one of the banks 
were to suffer an exceptionally large loss—a loss which represents a con- 
siderable proportion of its capital and disclosed reserves, is it inconceivable 
that confidence in it would be shaken? I do not think it is. I can think 
of cases in which banks have made loans to a single customer or entered 
into guarantee of amounts equal to the whole of their capital and reserves. 
If one of these transactions were badly wrong, it could hardly but react 
on the public confidence reposed in the bank. 


How Big an Increase ? 


For these reasons—because I want the banks not only to be strong collec- 
tively, but to be strong and to flourish individually—I hold that the capital 
of the banks ought to be increased. But increased by how much? That 
is a very difficult question—not least because in addition to their pubiished 
reserves the banks hold inner reserves which are no doubt substantial but 
the amount of which is kept as a dead secret from the public. This privi- 
lege of secrecy as to ‘“‘ reserves and provisions ”’ which banks and discount 
houses and insurance companies enjoy but ordinary trading companies do 
not, arose from what I regard as an extremely sophistical argument of the 
Cohen Committee on Company Law Amendment. In its report published 
in 1945 this committee said that ‘‘the reputation for stability of these 
companies is a national asset of the first importance to the community in 
general and it is not in the public interest to endanger their stability or the 
confidence they enjoy at home and abroad’. Agreed, but can it seriously 
be argued that confidence is increased by secrecy? Is concealment the 
way to demonstrate that Caesar’s wife is above suspicion? I should have 
thought precisely the opposite. 

However, as matters are, these inner reserves have just to be left out of 
account in considering what in all the circumstances the reasonable minimum 
ratio of banks’ paid-up capital and published reserves should be. My 
guess would be 5 per cent rather than the present 3 per cent and I would 
like to see the ratio built up to that figure by issues of fresh shares or by 
appropriations to published reserves. And incidentally, by way of empha- 
sizing and strengthening the individuality and independence of the banks, 
I would like to see the new capital distributed as widely as possible among 
the investing public. 


‘e) 
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Wider Markets for 
Latin America 
By A SPECIAL CORRESPONDENT 


EARLY thirty years of exchange controls, multiple exchange 
rates, quota arrangements, bilateral agreements and the inten- 
sive use of virtually every known discriminatory trade practice 
is scarcely a promising background for the implementation of 
freer trade. Yet throughout Latin America to-day various committees, 
operating mainly under the auspices of the United Nations Economic 
Commission for Latin America and through central bank conferences, are 
actively studying proposals for the formation of integrated regional markets. 

The principal causes of this new enthusiasm for intra-continental trade 
can be traced to the establishment of the European common market and 
to the slump in many commodity prices. The successful establishment of 
the common market in Europe has been regarded in Latin America both 
as a threat and an inspiration. On the one hand, it has aroused concern 
about the future of Latin America’s trade with Europe, while on the other 
it has provided an example of international co-operation that many observers 
feel could be repeated with even greater benefits in Latin America. At 
the same time, the sharp fall in commodity prices, bringing a drastic reduc- 
tion in the foreign exchange earnings of the area and a severe check to its 
industrial development, has provided an unpleasant reminder of the vul- 
nerability of the area to outside influences. Finally, multilateral trading 
and currency convertibility in Europe, and the elimination of physical trade 
controls in Latin America, have severely weakened the inducement to 
trade within the continent. New arrangements have, therefore, become 
necessary to strengthen the economies and trading connections of the 
twenty republics. 

Unlike Europe, however, Latin America is not a well-defined economic 
region. It is primarily a geographical concept embracing twenty republics 
loosely linked by common heritage and cultural characteristics. Most of 
its centres of economic activity are isolated by natural land barriers, its 
economies are competitive rather than complementary, and are at varying 
stages of industrial development. Its peoples enjoy widely differing 
standards of living. Economically the region is orientated to the United 
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States and European markets, and its lines of communication radiate out- 
wards. In consequence its trade policies tend to be dictated largely by 
conditions overseas. 

Since the war, trade within the continent has represented no more than 
10 per cent of the total trade of Latin America. Even this low figure 
exaggerates the importance of such trade for most of the republics, since 
countries like Colombia, the Dominican Republic and Guatemala have 
scarcely any trading connections with the region. Indeed, if petroleum is 
excluded, the bulk of intra-regional trade is accounted for by only three 
countries, Argentina, Brazil and Chile. Such trade as there is, is based on 
a narrow range of commodities, principally foodstuffs (such as wheat, 
sugar and coffee), petroleum and a few raw materials such as timber, cotton 
and copper. ‘Trade in manufactures within the region accounts for no 
more than 3 per cent of the total. 

Intra-Latin American trade has been sustained since the war largely by 
bilateral trade and payments agreements. In a period of acute shortage of 
convertible currencies, these clearing payments accounts have proved a 
convenient method of financing trade, since they make no call on scarce 
exchange reserves and provide, by means of reciprocal “ swing ”’: credits, 
a mechanism for dealing with any temporary imbalance between trading 
partners. Although these accounts still provide a useful framework for 
the promotion of trade that otherwise might not be possible, their inflexi- 
bility is open to severe criticism. ‘The need to achieve an exact balance 
with each partner in any specified period causes an artificial distortion 
of the pattern of trade. In so far as trade under these agreements is 
governed by rigid quotas, it tends to flow along well-worn channels and to 
hinder the interchange of new commodities. In contrast, Latin America 
enjoys complete freedom in its export trade with western Europe and North 
America, which now form one huge convertible currency area. Latin 
American countries need concentrate only on their balance with the area as 
a whole, and ignore their balances with individual countries within it. 

Recent developments in Latin America itself have also tended to increase 
the difficulties of trading within the continent. ‘The recent exchange 
reforms in Argentina, Brazil, Chile, Colombia and Paraguay have all been 
associated with movements away from the use of physical trade controls. 
‘The use of prior import deposits and other monetary techniques for con- 
trolling the aggregate value of imports has largely replaced the functions of 
the import licence in Latin America, thereby robbing governments of their 
main instrument for regulating the pattern of trade. Importers are now 
largely free to purchase permitted imports in the cheapest world markets, 
and the high-cost manufactures now becoming available for export in some 
Latin American countries cannot compete with goods produced in the 
more industrialized countries overseas. Moreover, since exchange controls 
have been erected partly to protect new industries, the restriction of imports 
has tended to shut out many of the goods that other Latin American 
countries could supply. Argentina, Brazil and Chile, however, have made 
some attempts to mitigate these effects. 
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Tariff policy has been no more satisfactory. Until recently, tariffs, 
particularly in the southern part of the continent, have been allowed to fall 
into the background. ‘To a large extent their functions were taken over by 
import controls and multiple exchange structures. Moreover, apart from 
sporadic attempts to enter into bilateral customs arrangements, Latin 
America has no regional preferential arrangements. Commitments under 
the GATT, of which eight of the republics are members, and contractual 
obligations under most-favoured-nation clauses, left little scope for pursuing 
discriminatory tariff policies. Only in central America, where the tradi- 
tional insertion of the central American escape clause permitted favourable 
arrangements to be made with other countries in the region, was any sub- 
stantial degree of tariff discrimination possible. 

Thus, in addition to the natural barriers, the growth of intra-Latin 
American trade has been hampered by inadequate payments arrangements, 
indiscriminate import controls and the lack of any firmly established pre- 
ferential tariff system. ‘The sharp fall in commodity prices, which has 
underlined the area’s dependence on overseas trade, and the example of 
the European common market have stimulated thinking about policies to 
encourage trade within the continent. For the first time in the history 
of the area serious discussion is now taking place about continental economic 
and trade co-operation. 


Towards a Regional Clearing System 


In the southern part of the continent, notably in Argentina, Brazil, Chile 
and Uruguay, but also in Bolivia, Ecuador, Colombia and Peru, attention 
has been concentrated initially on the formation of a multilateral payments 
system, providing for the compensation of balances in clearing accounts. 
It has been agreed to introduce a standard clause providing the basis for a 
settlement scheme into all future bilateral agreements between countries in 
the region. Several agreements, covering about 80 per cent of bilateral 
trade in Latin America, have already been established along these lines. 
It is hoped that eventually a properly organized system, on the lines of the 
European Payments Union, will be established providing for the automatic 
settlement of overall net balances within the region. 

These moves towards more flexible payments have been complemented 
by a revival of interest in the customs tariff as an instrument of trade policy. 
In 1957 Brazil established a modern tariff, with ad valorem duties ranging 
up to 150 per cent, and at the same time simplified import controls. 
Argentina, Chile and Uruguay are all preparing new comprehensive customs 
codes and, as in Brazil, these new tariffs will permit a further simplification 
of trade controls. Interest in the creation of preferential tariff regions and 
the encouragement of economic co-operation have also been growing recently. 
In November, 1956, the ECLA Trade Committee agreed on the need for 
a customs union embracing all the twenty republics, covering a total popu- 
lation of nearly 200 millions. The general principles for a specific project, 
envisaging the gradual abolition of customs duties over the whole continent, 
the eventual establishment of a single external tariff and the provision of 
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special treatment for the less advanced countries, were agreed on in Febru- 
ary, 1958. ‘This project, though supported by the Organization of American 
States and under continuous study by a working committee of experts, is 
still only a distant dream. ‘The lofty aspirations behind it, however, have 
prompted a new interest in a number of less ambitious sub-regional schemes, 
including economic integration in central America and the establishment of 
regional markets in the northern and southern parts of south America. 

So far only the plans for central America have reached any definite form. 
This scheme, sponsored in 1952 by the Organization of Central American 
States, came into effect in January of this year when three countries, El 
Salvador, Guatemala and Nicaragua, ratified the Multila‘eral Treaty of 
Free ‘Trade and Central American Economic Integration, which had been 
signed by the ministers of economy of the five countries in June, 1958. 
The two remaining countries in the area, Costa Rica and Honduras, have 
still to complete ratification. ‘The treaty, which is valid for ten years but 
may be prolonged indefinitely, looks forward to the creation of a customs 
union and lists some 200 commodities that may be immediately exchanged 
within the area free of customs duties. Although most of the commodities 
in the initial list do not bulk large in trade among the five countries, it is 
expected that the list will be steadily extended. A further move, the results 
of which may in practice be more far-reaching, is the signing by the five 
countries of a convention for industrial integration. This proposes the 
formation of a joint commission to decide the reciprocal allocation of new 
industries among the five republics, and to control the expansion of existing 
industries. ‘The population of the area is just over 10 millions. It is 
hoped that the scheme will lead to greater diversification of the economies 
and support the growth of new industries, such as tyres and inner tubes, 
glass, paper, metal and plastic ware. 

The two regional schemes in south America are as yet only in the explora- 
tory stage. In August, 1958, Colombia, Ecuador and Venezuela signed 
the “ Declaration of Bogota’’ calling for closer cultural and economic 
association among the three countries, and envisaging the eventual forma- 
tion of a customs union. Since the signing of the Declaration, meetings of 
economic experts from the three countries have been held under the 


ALLIANCE 


ASSURANCE COMPANY LIMITED 


ESTABLISHED 1824 


i 








Head Office: Bartholomew Lane London, E.C.2 







THE FINEST SERVICE FOR ALL CLASSES of INSURANCE 


























. 
yy 


Co fade 8 


f 











auspices of the ECLA but no concrete proposals have so far emerged. 
One of the difficulties confronting this plan is the high level of production 
costs in Venezuela. This maladjustment was largely responsible for the 
failure of a previous attempt, in 1948, to establish a free trade area by these 
three countries and Panama; in 1953 Venezuela also retired from a joint 
shipping fleet operated by the three countries. 

In the south, where the most advanced industrial economies are located 
and where strong regional trade connections already exist, the formation of 
a third regional market is assuming increasing importance. As with its counter- 
part in the north, however, no definite proposals have yet been put forward, 
and representatives of the four countries, Argentina, Brazil, Chile and 
Uruguay, have held only exploratory meetings. A parallel attempt is also 
being made to promote industrial co-operation and co-ordination in this 
region. A conference of representatives from the railway equipment 
industries of the first three countries was held in Cordoba towards the end 
of February; further conferences, on the tractor and automobile industries, 
are scheduled to take place later in the year. 


Dangers of Over-ambition 


The strength of the present enthusiasm for regional markets and economic 
integration in Latin America should not be under-estimated. Lofty aspira- 
tions and grand concepts appeal to the Latin mind and political and economic 
consolidation is regarded as the natural defensive reaction to the harsh 
economic realities of the outside world. It is an article of faith in Latin 
America that the area’s future prosperity depends on rapid industrialization, 
almost at any cost. In consequence the classical benefits derived from trade, 
by buying in the cheapest market and selling in the dearest, tend to be 
outweighed in Latin American thought by other considerations. A large 
body of opinion argues that by importing goods from within the con- 
tinent, even at high cost, wider markets within the area are established, 
thereby stimulating industrialization and gaining the benefits of large-scale 
production. At this juncture, when the growth of manufactures is reaching 
a point at which surpluses for export are emerging in some industrial sectors, 
it is felt to be essential that the region should have adequate trade and pay- 
ments arrangements to provide an off-take for these goods. ‘There is thus 
strong pressure to eliminate artificial barriers among the twenty republics 
so that the natural tendency for the countries to draw closer together will 
not be hindered. 

On the other hand, the elimination of distortions at present affecting, in 
varying degrees, all the economies in the region, and the establishment of 
stable financial conditions internally and realistic exchange rates externally 
are essential prerequisites for properly integrated development. ‘There is a 
real danger that the pursuit of lofty aspirations will lead the countries of 
Latin America to attempt too much, too soon, with the result that their 
well-intentioned schemes for freer trade and regional development will in 
fact lead to a vast new network of restrictions on trade and pro- 
duction. 
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American Banks through 
the Recession 


By F. E. DANIELS 


66 


OR 1958 as a whole, the expansion of bank loans and investments 

was more than $14,000 millions, the largest expansion in any 

year since the war’’. ‘Thus the President’s Economic Report to 

Congress, in January, noted the growth in deposits that enabled 
the American commercial banks—against expectations—to maintain their 
net income for 1958 at, or near to, the record levels of 1957 and to enhance 
the status of their stocks on Wall Street as impressive and consistent 
“‘ growth counters’. Commercial bank credit rose by the record total of 
$14,600 millions. ‘This compared with increases of $5,900 millions and 
$10,200 millions in the two previous post-war recession years, 1949 and 
1954, and, in the words of the Federal Reserve Board, demonstrated that 
‘banks will expand assets sharply in periods of slack economic activity if 
reserve funds are readily available ’’. 

The year, however, was not an easy one for the commercial banks, or 
for the bond market. In the first four months the recession in industry 
was still deepening; in April, the seasonally-adjusted index of production 
compiled by the Federal Reserve Board (based on 1947-49) touched 126, 
marking a decline of nearly 15 per cent from the all-time peak of late 1956, 
and there were widespread fears that America was facing not only the 
sharpest, but also the most protracted setback since the war. In the event, 
this pessimism was short-lived and the industrial upturn, which began in 
May, was unhesitatingly rapid. But in those early months of the year, 
when no recovery was in sight, the Federal Reserve Board laid the founda- 
tions for a rapid expansion in bank deposits. 

The first retreat from monetary restraint came in November, 1957, with 
a reduction in the discount rate from 34 to 3 per cent. Thereafter suc- 
cessive moves brought it down to 1# per cent in May. From February 
onwards the reduction in money rates was backed up by other measures. 
Successive reductions of legal cash reserve requirements provided the 
commercial banks with some $1,500 millions of additional cash reserves, 
and open-market purchases of Treasury bonds offset the stringency that 
might otherwise have arisen from a persistent outflow of gold. As a result, 
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the “‘ free’’ reserves of the commercial banks (that is reserves in excess of 
legal requirements, less borrowings from the Federal Reserve) were rapidly 
restored to the $400-500 millions level for the first time since 1954. 
Between January and July the money supply (demand deposits and cur- 
rency on a seasonally-adjusted basis) rose by almost $5,500 millions, and 
the banks, with no marked borrowing pressure from companies and con- 
sumers, went into Treasury bonds on a very substantial scale. 

The year’s increase in Federal debt of $8,000 millions was concentrated 
overwhelmingly in the second half of the year, but it was in the first half 
that the commercial banks were buying so heavily—they purchased no less 
than $6,000 millions between January and June out of a total of $8,000 


TABLE I 
GROWTH OF BILLION-DOLLAR BANKS* 
GROSS DEPOSITS CAPITAL FUNDS 
Dec 31, Change Dec 31, 

1958 on year 1957 1958 

$mn yA mn $mn 

Bank of America, San Francisco .. al 10,307 - 8.9 583 607 
Chase Manhattan .. 7,386 ad 598 731 
First National City (and Fa armers Trust). 7,128 4.7 736 747 
Manufacturers ‘Trust - - Bi 3,257 - 9.8 211 221 
Chemical Corn Exchange .. - 3,174 ~ §.2 288 296 
Security First National, Los Angeles ‘“ 3,087 t+ 11.2 211 223 
Bankers Trust v - a 2,779 + 8.7 257 268 
First National, Chic ago - - be 2,706 L 247 262 
Guaranty Trust ‘4 - a 2,638 8.3 413 419 
Continental Illinois, C *hicago - ‘4 2,555 + 6.7 248 261 
Mellon National, Pittsburgh or ed 1,834 - 4.7 262 277 
Irving Trust. - - 1,775 412.4 133 137 
National Bank, Detroit as i es 1,766 - Bel 141 148 
Hanover i oe 1,713 ee, 164 172 
American Trust, San Franci: isco. - 1,673 - §.7 111 117 
First National, Boston cn - re 1,653 6.0 168 175 
Crocker Anglo National, San Francisco .. 1,527 9.9 104 118 
Cleveland Trust, Cleveland - < 1,348 - £.3 99 107 
California Bank, Los Angeles oy es 1,112 +14.] 61 68 
First Pennsylvania, Philadelphia .. do 1,070 - 71 89 91 

All Commercial Bankst .. - .. 213,870 + §.5 17,368 18,4101 


Italics indicate banks with head offices outside New York City. 

*'T'wo additions to this list have taken place since end-1957 figures were published. 
¢ Estimated. 

~ End September. 


millions for the full year. These purchases brought a steep decline in 
interest rates, with the Treasury bill rate falling from 34 per cent in late 
1957 to about one-half of 1 per cent, and yields on ten-year Treasuries 
coming down from 3.88 per cent to 2.69 per cent. In the same period 
business and commercial loans fell by $1,600 millions. 

In April, with no decisive business upturn in sight, it looked as though 
relatively easy money conditions would last for some time, even though 
the Fed kept cash reserves well below those permitted in the extreme 
conditions of ‘‘ monetary ease’ four years earlier. 

By June, however, the accumulating forces of the recovery in employ- 
ment and output—not then so readily discernible—were beginning to 
impose strains that were to bring another sudden reversal of Federal Reserve 
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policy and a collapse in the ‘Treasury bond market. The new turn in 
monetary policy began with a noticeable reluctance on the part of the 
authorities to ease the mid-year pressures brought about by large seasonal 
tax payments and the ‘Treasury’s financing programme. Meanwhile, 
industrial production had rebounded by 6 points (or almost 5 per cent) 
within two months and the rather haphazard programme of relief, defence 
and farm credits approved by Congress to combat the recession was 
beginning to emerge in readily assimilable form. A debt-conscious public, 
which had taken due note of the President’s stern opposition to grandiose 
plans for tax relief and public works programmes, thus found itself faced 
with a budget deficit of as much as $13,000 millions—or possibly even more— 


TABLE II 
MOVEMENTS IN RISK ASSETS 
LOANS, MORT- 


GAGES, ETC. SECURITIES 
Dec 31, Change Dec 31, Change 
1958 on year 1958 on year 
$mn y 4 $mn y 4 

Bank of America, San Francisco .. ca 5,662 - 1.6 3,417 +-25.5 
Chase Manhattan .. 3,986 - 1.6 1,948 25.0 
First National City (and Farmers T Trust). 3,839 - 0.8 2,245 -+-28.2 
Manufacturers Trust 7 1,292 - O.3 1,179 -13.4 
Chemical Corn Exchange. . a 1,524 - 3.7 1,003 23.4 
Security First National, Los Angeles ssh 1,273 + 6.3 1,462 + 15.3 
Bankers ‘Trust ; Se = ag 1,391 4.0 749 ‘- 35.0 
First National, Chicago ov - - 1,488 —~ 1.5 940 -40.2 
Guaranty Trust... ‘a ¥ 1,676 +b Bad 705 + 9.9 
Continental Illinois, Chicago ii ey 1,066 ~ 8.4 973 -~ 9.0 
Mellon National, Pittsburgh wea ad 968 — 4.5 740 28.4 
Irving ‘Trust La 4 857 - 3.7 544 ‘39.8 
National Bank, Detroit .. iv rv 673 ~ 4,8 853 + 7.2 
Hanover... 5s La 898 - 2.0 498 55.6 
American Trust, San Francisco oe Sy 895 - §.3 609 17.1 
First National, Boston ™ 943 - 0.3 461 21.0 
Crocker Anglo National, San Francisco .. 815 2.8 546 + 29.4 
Cleveland Trust, Cleveland ae ats 798 - 1.5 437 —- 3.7 
California Bank, Los Angeles i 7 493 11.5 264 +- 8.3 
First Pennsylvania, Philadelphia . . 4 , wae - 3.6 259 - 31.6 
All Commercial Banks* Bi .. 98,000 4.3 86,600 13.6 


Italics indicate banks with head offices outside New York City. * Provisional. 


in the fiscal year then beginning. Fears of inflation revived almost overnight. 

Even in mid-July, however, there was a widespread reluctance to believe 
that Federal Reserve policy had shifted more than temporarily. But, for 
the bond market, the damage had been done. In the preceding months, 
spurred on by a belief that easier money would persist, and tempted by 
the ready availability of funds for speculative purposes, banks and non- 
bank investors had rushed into the longer maturities that the Treasury had 
been pressing upon the market. The fall in interest rates in the early 
months of the year gave the Treasury the opportunity, for which it had 
been waiting for so long, to attempt a large-scale funding of debt. This 
opportunity it seized with both hands—and with a scant regard for the 
precepts of Keynesian finance. ‘The $4,000 millions of longer maturities 
issued in the year to June 30, 1958, was equivalent to the entire volume 
issued in the preceding twelve years. When confidence broke in July, 
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speculative positions crumbled and the rise in bond values since the closing 
months of 1957 was lost within the space of a few weeks. _ 

In the worst phase of demoralization, in July, the Federal Reserve bought 
heavily to restore order, extending its purchases to the longer maturities 
(waiving its self-imposed rule of “ bills only ’’) and Treasury financing pro- 
grammes were quickly concentrated on short maturities. Industrial pro- 
duction continued to rise steeply, and equities on Wall Street showed a 
buoyancy and optimism that seemed to belie the continuing evidence of 
unemployed resources and manpower. Alarmed at the rapid growth of 
inflationary psychosis, the Fed permitted no real retreat to easier money. 
In mid-August the discount rate was raised to 2 per cent and in October 
to 24 per cent—with additional curbs on Stock Exchange cash “ margin ”’ 
transactions. Moreover, from August onwards there was a steady “ pull ”’ 
by the Fed on the available reserves of the banking system and “ free ’”’ 
balances were reduced to negligible levels, at the best, by the closing weeks 
of the year. In the last five months of the year the commercial banks 
obtained the cash reserves needed to support the expansion of deposits by 
borrowing at Reserve Banks. During most of December, member bank 


borrowings exceeded excess reserves. 


Depositors Go Longer 


Two notable features of the year’s monetary expansion were the impressive 
growth in individual savings accounts and the very substantial inflow of 
foreign-held time deposits into the New York City banks as bill rates fell 
away in the earlier period of easier credit. Time deposits of commercial 
banks rose by no less than $5,700 millions between January and June, 
which represented the highest annual rate yet recorded, though their 
growth was appreciably slower thereafter. ‘The total increase in time 
deposits in 1958 was $6,800 millions, a rise of about 12 per cent. All but 
$600 millions of this increase occurred before August. After August the 
sharp rise in market rates made time deposits appear less attractive. 

As will be seen from Table I two more banks joined the “ billion dollar ’ 
class during the year (making a round twenty), and the Bank of America 
which, a year ago, could claim to be the world’s only “ ten billion dollar 
bank’ by virtue of its total resources can now claim that title on deposits 
alone. The long post-war record of growth in consumer credit was, how- 
ever, interrupted. In general, the very large increase in the banks’ security 
portfolios far more than offset the decline in loans, leaving income at about 
the same level as in 1957. American Trust and Chemical Corn Exchange 
again showed outstanding increases in revenue. 

Generally speaking, the west coast banks again recorded the best relative 
gains in deposits and loans. Irving Trust, a New York bank which has a 
large international business, however, reported a 12 per cent rise in 
deposits, and the Manufacturers Trust a rise of nearly 10 per cent. Most 
other eastern banks, of course, were affected by the lag in business loans, 
which in December had still not regained their 1957 level, and also by the 
tact that the ‘‘ prime rate’”’ for such loans came down from 4} per cent 
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at the beginning of 1958 to 34 per cent in April and was not restored to 
4 per cent until September. Conditions elsewhere were again more favour- 
able to the “ retail’’ Californian institutions, which benefited especially 
from a sharp revival of residential mortgage financing in the later months 
of the year. Personal credits also figure more largely in the books of the 
western banks, and while the volume of new business there was disappoint- 
ing, much of it had been put through at the attractive rates prevailing in 
1957. Moreover, higher rates paid on individual savings account were 
met by a general revision of service charges in the west. 

There is, of course, an impressive degree of concentration in American 
banking, with a relative handful of New York and other regional “ giants ”’ 
holding a very substantial proportion of the national banking funds. The 
twenty banks listed in the tables account for more than $60,000 
millions, or about 28 per cent of total deposits at all commercial banks in 
the United States, which at December 31 last stood at $213,870 millions. 
The first 100 banks, in deposit rating, account for $101,000 mullions of 
deposits, or nearly half of the total for all commercial banks and over two- 
fifths of total funds if the mutual saving banks which in December held 
deposits of about $34,000 millions are included. ‘The addition of another 
200 banks adds only $31,000 millions, to give $132,000 millions, or 
more than three-fifths of the commercial banks’ total deposits. The 
balance of deposits is spread over more than 13,000 institutions, of 


INVESTMENT-TRUST-UNITS 


THINK OF A NUMBER For argument’s sake let us think of £100 
invested in Investment-Trust-Units (I-T-U for short) in March 1949 £100. 0. 0 








DOUBLE IT That’s simple. £100 invested in I-T-U in 1949 doubled 

its cash value by 1954 and, by March 1959, had reached the remarkable 

figure of . ee £394.16. 9 
Meanwhile the distributions have been rolling in. The past ten years 

have seen the annual gross income on the 1949 investment rise from 

£4.2.7 percentto £15.10. 1. Not bad going. 














ADD THE INCOME after deduction of tax .. .. .. .. .. £54. 4. 5 
£445.18. 2 

TAKE AWAY THE NUMBER YOU FIRST THOUGHT OF £100. 0. 0 
Total gain in ten years cn an investment of £100 .. .. .. «.. «. £345.18. 2 
Although these figures relate to the past, many factors which have con- 
tributed to the buoyancy of Income and Capital are still present. Fluctua- 
tions are inevitable but the Managers believe that the long-term trend is 
still upwards. 

20th March 1959, Offer Price 13/7} Commencing gross yield £3 . 8 . 10°; 

Explanatory literature may be obtained from the Managers of the Trust: 

BANK INSURANCE TRUST CORPORATION LTD 

30 CORNHILL, LONDON, E.C.3 

The Largest Unit Trust Group in Great Brita‘n Cvs-98 
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which, perhaps, one-half are member banks of the Reserve System. 

The close supervision by state and federal agencies and the widespread 
restrictions on branch banking, mergers, and so on, have, however, long 
been the subject of considerable grievance among the banking community. 

In December the Guaranty Trust and J. P. Morgan & Company proposed 
to merge their interests into a joint institution to be called the Morgan 
Guaranty Trust Company of New York. The new bank would have 
capital funds of about $500 millions and total resources of about $4,000 
millions—which would enable it comfortably to take fourth place in the 
American banking league. ‘The Guaranty Trust has four offices in New 
York City, one of the largest world-wide networks of correspondent banks 
and probably spreads its services among very nearly all of the “‘top 
hundred’’ American corporations. Commercial and _ industrial loans 
account for more than two-thirds of its total loan business. 

The house of J. P. Morgan traces its operations from 1860 and its world- 
wide fame owes much to the legendary career of J. Pierpont Morgan in the 
frenzied railroad finance of the last century. At the turn of the century 
it eased the birth of the giant US Steel Corporation, and in the first world 
war it acted as fiscal and purchasing agent for the European Allies. Until 
1940 J. P. Morgan was a private partnership; in recent years it has shown 
good growth and the move to link its fortunes with those of the Guaranty 
Trust has been widely welcomed. 


Trust-Busters ‘“ Interested ”’ 

The merger proposals, however, were subject to the scrutiny of the 
New York State Superintendent of Banks and the Federal Reserve Board— 
and, of course, to the approval of the stockholders of the two banks. Their 
approval was given readily enough. Last month, spokesmen for the banks 
concerned said that no declaration had yet been made by the “ regulatory 
authorities’. In addition to those already noted, the anti-trust division 
of the Department of Justice expressed its “‘ interest’ in the merger and 
its spokesmen declared that the Department might intervene. ‘The Depart- 
ment holds powers (under the Clayton Act) to forbid mergers which “‘ would 
lessen competition in any area’’ and used them recently to stop a proposed 
merger between the Bethlehem Steel Company and Youngstown Sheet 
and ‘Tube. So far this test does not seem to have applied to banks, but 
the Department has recently widened its approach to cover the prevention 
of ‘‘undue concentrations of economic power’. There is widespread 
support, especially in the Democratic Party, for tighter curbs on the large 
banking institutions. The last wave of amalgamations among the big banks 
took place in 1955 when the Chemical Bank and Trust merged with the 
Corn Exchange Bank and Trust, the Chase National with the Bank of 
Manhattan and the National City of New York with the First National. 
Talks earlier this year between the Manufacturers Trust and the Bankers 
Trust were abandoned because it was “‘ unlikely that a mutually satisfactory 
basis’ could be found. A Bill to permit more flexibility in branch banking 
in New York State was defeated last month. 
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The Earth-bound 
Economy 


By A. D. CAMPBELL 


NEMPLOYMENT is unquestionably the dominating problem 

in the Scottish economy. In February last it reached a post- 

war peak of 116,500—equivalent to 5.4 per cent of all insured 

employees. The number out of work had been rising since 
June, 1955—-when the total had fallen to 44,000—but, until recent months, 
it had been rising less rapidly than in the rest of Great Britain. Scotland’s 
share of Britain’s unemployed fell from 24 per cent in mid-1955 to less 
than 18 per cent in mid-1958; it then rose to over 19 per cent in February, 
1959. In March, however, there was a sharp fall in unemployment and 
the proportion of the population out of work dropped from 5.4 per cent 
to 4.8 per cent. 

The general forces that have raised unemployment in Scotland. since 
1955 are the same as those that have been operating in the rest of Britain, 
notably the declines in exports and in stock accumulation and the slackening 
in the rise in other forms of expenditure. There are, however, some 
special features. Unemployment in Scotland was already relatively high 
when the rise began. Moreover, the industries in which the growth of 
unemployment has been greatest are heavily represented in the Scottish 
economy—building and contracting, metals, engineering, shipbuilding, dis- 
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tribution, and miscellaneous services. The scale of unemployment is only 
the most obvious consequence of Scotland’s industrial structure. For a 
fuller picture it should be read in conjunction with an annual net migration 
figure of 20,000-30,000. 

Distressing as the present level of unemployment is, however, it does 
not present any important short-run problems peculiar to Scotland. There 
seems little point in attempting to distinguish elaborately between the 
short-run prospects of Scotland and those of the United Kingdom as a 
whole. ‘There are good reasons for expecting employment and production 
in Scotland to recover more or less at the same pace as in the rest of Britain. 
Shipbuilding, which has a much greater influence on economic activity in 
Scotland than might appear from its employment of 3-4 per cent of the 
labour force, still has order books long enough to see it through the current 
recession. Building and contracting, which employs 8 per cent of the 
labour force, is suffering at present from exceptionally heavy unemploy- 
ment, and should be the pacemaker in the recovery. There are, on the 
other hand, some adverse factors. A long list of public and private concerns, 
whose closure or running down has been effected or announced in the past 
two years, can easily be compiled. It would include the pit closures 
announced by the National Coal Board. The Board’s redundancy pro- 
gramme for 1959 affects some 6,500 workers in Scotland, though the 
number ultimately to be left without work is said to be only 1,000. 

On balance, the reflationary forces, which are now beginning to make 
their presence felt, do not seem likely to be strong enough to bring the 
average of unemployed in 1959 below that of 1958, and it would seem 
desirable to take further quick-acting measures, and in particular to increase 
expenditure on building and contracting. In the main, the short-run 
problems of unemployment in Scotland should be solved by the general 
remedies applied in the United Kingdom. The transformation of the 
Scottish industrial structure, the principal source of the present difficulties, 
is, however, a longer-run problem, and it forms the central part of this 
survey of the Scottish economy. 

The broad features of Scotland’s industrial structure can be enumerated 
briefly. First, several important industries offer declining or uncertain 
opportunities of future employment. ‘These include coal, shipbuilding and 
marine engineering, jute and some other textiles. At present these industries 
employ about 14 per cent of Scotland’s working population, compared 
with only 10 per cent for Great Britain as a whole. Secondly, certain types 
of industry are very inadequately represented in Scotland, particularly 
chemicals, motor vehicle manufacture and electrical engineering. ‘These 
three groups, which include the industries growing most rapidly, employ 
only about 3 per cent of Scotland’s working population compared with 
over 7 per cent for Great Britain. Thirdly, industrial development has 
failed to keep pace with the growth of population. This is illustrated by 
the figures of new buildings and extensions for manufacturing industry. 
Before the war, the level of new factory building in Scotland was unim- 
pressive. It rose dramatically in the early post-war years and 16 per cent 
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of the factory space in Great Britain on which construction started in 
1946-48 was located in Scotland. By the 1950s, Scotland’s share had 
fallen well below 10 per cent and in 1957 it was as low as 7 per cent. This 
downward trend is explained partly by changes in government policy for 
the development areas. Scotland’s working population (including the 
forces) is currently about 10 per cent of that of Britain and her share of 
the manufacturing population is about 9 per cent; both ratios have fallen 
slightly in recent years. Since the natural increase of population in Scotland 
is greater than that of England and Wales, it would seem that the recent 
trend of factory building in Scotland must lead to a future in which the 
surplus of labour, to be absorbed by unemployment and net migration, 
will remain high and in which production will grow more slowly than in 
England. ‘This, indeed, has been the pattern of the past ten years. In 
that period Scotland, with only 10 per cent of the total population of 
Britain, has been burdened with more than 20 per cent of its unemploy- 
ment, and the country’s industrial production has risen by only 29 per 
cent compared with 38 per cent for Britain. Moreover, the differences 
between Scotland and the rest of Britain tended to become more marked 
as the decade proceeded. 

For Scotland to achieve equilibrium, in say 1970, with unemployment 
at 2 per cent and a low rate of net migration, it would be necessary to 
create at least 150,000 new jobs additional to the places that will be required 
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to absorb workers who will be displaced by changes in the scale or methods 
of the industries in which they are now employed. From 1948 to 1957, 
the number in civil employment increased by only 66,000, from 2,194,000 
to 2,260,000. ‘To achieve an increase of 150,000 in ten years would be a 
formidable task, and it could be accomplished only if new attitudes and new 
measures, different from those of the last decade, were adopted. 

There are many projects, already begun or about to begin, that will have 
important effects on Scotland’s industrial structure. ‘The biggest, though 
not perhaps the most promising, is Glasgow’s overspill programme. ‘The 
Corporation’s plan envisages a mass movement from Glasgow of about 
300,000 people and 1,000 firms. The present intention is to overspuill an 
average of about 10,000 people a year from 1960 to 1980. The industrial 
and economic implications of overspill have, so far, received far too little 
attention. As it stands, the project is something of a gamble. No reason- 
able person would argue, however, that Glasgow should not be remade, 
and if most of the overspill population is rehoused in new towns (the three 
existing ones and possibly a fourth) and not too far from Glasgow, the 
economic difficulties should not be insuperable and there could be sub- 
stantial gains. In this respect, the record of the London satellites is 
encouraging. One important direct effect of the programme will be a 
marked increase in investment expenditure, particularly on housing and 
public works, perhaps by at least 5-10 per cent a year for twenty years. 


Steel and Atomics 


A second major project is the steel strip mill to be built by Colville’s at 
Ravenscraig, near Glasgow. ‘The net increase in investment that will be 
caused directly by this scheme is not certain, but £50 millions seems a 
reasonable estimate. This mill, it is hoped, will provide a base for develop-: 
ing sections of the metals and engineering industries, which offer good 
prospects of expansion and are at present inadequately represented in 
Scotland. Other potential growth points are the Scottish atomic energy 
projects—an experimental fast breeder reactor at Dounreay, a project to 
supply plutonium and electricity at Chapelcross, and a large nuclear power 
station at Hunterston—and the developments in the chemical and allied 
industries at Grangemouth. 

There are many smaller projects. ‘The recently-announced loan of about 
{4 millions (including {£1.75 millions from the Exchequer) to the North 
British Locomotive Company, to meet the cost of the change-over from steam 
to diesel locomotive manufacture and to finance a greater volume of work- 
in-progress, is of more significance than the size of the loan might suggest. 
A decision is still awaited on the proposal to construct a £5 millions dry 
dock at Greenock; meanwhile, Acme Wringers, with a potential employ- 
ment of 1,000, are moving into the torpedo factory when it is ready, and 
various shipbuilding firms in the area are planning to spend fairly heavily 
on re-equipment and extension. Dundee is still pressing for the Tay 
road bridge, but three new light engineering establishments are expected to 
Start in the next year or so and to employ ultimately more than 2,000 
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workers. ‘The construction of the Forth road bridge is now under way. 
Its completion should bring new opportunities to areas farther north. Of 
considerable importance in their bearing on the future are the recent indi- 
cations of moves by existing Scottish firms into new fields. There have 
been several instances of such moves by small jute firms in recent months. 

On the other hand, the future prospects of two of Scotland’s major 
industries—coal and shipbuilding—remain bleak. ‘The original plan for 
coal gave Scotland a target output of more than 30 million tons a year in 
1965. The target has now been lowered to 26} million tons. Output in 
1958 was less than 20 million tons, and the list of pit closures makes it 
unlikely that even the revised target will be achieved. Coal is encountering 
ever-increasing competition from other sources of power, and it is possible 
that the long-run target will again be lowered. Shipbuilding and ship- 
repairing are also suffering from severe competition, this time from overseas 
countries. Order books at most of the shipyards are sufficiently well-filled 
to give full employment for some time, though cancellations could change 
the picture. Although the long-run world demand for ships is likely to rise, 
it is by no means certain that the industry in Scotland, beset by labour 
troubles, will be able to maintain its absolute—let alone its relative—size. 
The future of the jute industry, which still employs about 20,000 workers, 
is also uncertain. The critical decision here lies with the Government: 
how much protection is it prepared to give ? 


Attracting the Growth Industries 


The wider aspects of government policy must also be considered. The 
establishment of trading estates, many of the new factories, the atomic 
energy projects, the steel strip mill, housing and Glasgow’s overspill, and 
the Forth road bridge would all have been impossible without government 
leadership and help. But, if the long-run aim includes the substantial 
reduction of Scottish unemployment and net migration, the facts of unem- 
ployment, emigration, production and the industrial structure show that 
the official policies have so far been inadequate. 

The problem is how to establish more “ growth” industries in Scotland. 
The major measures and inducements by which the government has sought 
to encourage these industries are Industrial Development Certificates, loans 
and grants under various Acts including last year’s Industrial Finance Act, 
and government factory building, including factories built in advance of 
requirements and leased for periods at very low rents. These or similar 
policies, however, have not been adequate in the past, and, unaided, are 
unlikely to be able to achieve the assumed employment target. Scottish 
industry needs a strong push to lift it from the plateau on which it has 
been resting. 

It is impossible to prove whether the failure of Scottish industry to grow 
fast enough and in the right directions is the inevitable result of certain 
natural disadvantages such as remoteness and a smal] population. Too 
little is known about the costs involved in locating firms in one region 
rather than another. High transport costs may be an important deterrent, 
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but they represent only part of total costs; there must be many products, 
particularly products mainly sold overseas, for which the additional transport 
costs from a Scottish location would be insignificant. Many of the firms 
that have come to Scotland since 1939 have prospered in overseas markets. 

Much publicity has been given in recent years to efforts to attract new 
firms to Scotland and there have been many notable successes, but the 
long-run solution of Scotland’s unemployment problem probably depends 
more upon the responses of firms already working there. ‘These firms 
must show greater readiness to expand or to change to new lines of pro- 
duction. Expansion and change by existing firms are the key to the 
achievement of a suitable rate of economic growth. 

The steel strip mill should encourage such expansion and change. It is 
to be hoped that the opportunities that it will offer will be seized by existing 
Scottish firms, some of them breaking into new fields. In time the atomic 
energy projects may offer further openings. Expansion and change, how- 
ever, require capital. While there is no evidence that lack of capital has 
significantly retarded Scottish industrial development, there might be a 
case for establishing a semi-public corporation in Scotland which replaced 
and improved upon the services of the Finance Corporation for Industry 
and the Industrial and Commercial Finance Corporation. However, like 
most other stimulants, new financial institutions would be of little help 
unless Scottish industrialists were sufficiently keen to find and exploit new 
opportunities. 





Bankers off the Leash 


By F. S. TAYLOR 


OR Scottish bankers the happenings of recent months have been no 
less exciting than those experienced by their opposite numbers in 
the English banks. ‘The changes in practice introduced since last 
July have been equally dramatic and the changes in the banking 
structure that have been foreshadowed may be even more far-reaching. 
But the banks’ balance sheets do not yet reflect the new circumstances. 
This is due in part, but not entirely, to the incidence of the accounting 
dates. ‘I"he most recent published figures for the British Linen, Commercial 
and National banks are six months old and in October we were still too 
close to the events of July for any effects of the greater freedom then made 
available to the banks to have become apparent in their accounts. ‘Two 
of the Scottish banks make up their accounts at the end of the year but, 
as must happen from time to time, their balance sheets did not reveal 
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similar experience. ‘The deposits of the Clydesdale & North of Scotland 
Bank had risen by less than {1 million over the twelve months, but its 
advances were up substantially by £6 millions, or 14 per cent. The Royal 
Bank of Scotland deposits, on the other hand, had risen sharply, by £14 
millions, or no less than 11 per cent (a much bigger rise than was shown 
by any of the large English banks), but its advances rose by only £3 millions, 
or 7 per cent. ‘The latest accounts of all, however, those of the Bank of 
Scotland, made up to end-February, show a leap in advances by £13 
millions, or almost 32 per cent, accompanied by a rise of 3 per cent in 
deposits. 

When we look at the only other guide we have to the progress of advances 
—the quarterly figures issued by the British Bankers’ Association—we see 
that between May, 1958, and February, 1959, the advances of the clearing 
banks rose by £386 millions, or 22 per cent, whereas those of the non- 
clearing banks rose by £49 millions, or 18 per cent. ‘These non-clearing 
bank figures, of course, include others besides the Scottish banks, but it 
would be surprising if these others accounted for the slower rate of growth 
(which was being corrected, however, by a marked acceleration in the 
last three months of the period). One clue to the discrepancy can be 
found in the trend of the note issues of the Scottish banks. For the first 
time since 1951 the rise in their total is a very small one (contrasting with 
rises of from 6 to 7 per cent in recent years) and the balance sheets of three 
of the banks actually showed a small decline by comparison with the previous 
year. This indicator, taken in conjunction with the high unemployment 
ratio—5.4 per cent in February and 4.8 in March, still nearly twice the 
national average—shows that the Scottish climate, at least until quite 
recently, has been less favourable to increased borrowing than the English. 
If for no other reason than that, it was not to be expected that any dramatic 
increase in advances would result from the introduction of personal loans. 
But those banks that offer this service (Commercial and National banks do 
not) seem to have been well pleased with the initial response. 


Profits and Acquisitions 


Not surprisingly, the aggregate profits of the Scottish banks have not 
shown so large an increase as those reported by the English banks, but 
here there are some interesting contrasts to be drawn between the results 
of individual banks. ‘Three of them showed increases of 3 per cent or 
less; the Bank of Scotland, which had the advantage of lending freedom 
for two to five months longer than the others, showed an increase of 10 per 
cent; whilst the profits of the Royal Bank of Scotland and the Commercial 
Bank of Scotland rose by 11.5 per cent and 12.6 per cent respectively. 

The Royal Bank of Scotland has had the advantage of increased divi- 
dends in both 1957 and 1958 from its English affiliates—Williams Deacon’s 
Bank and Glyn, Mills & Co—and it has also a larger London connection 
than others through its purchase in the 1930s of Drummonds Bank and 
the Western Branch of the Bank of England. This might well account 
for its high ratio of advances to deposits; this, at 34 per cent, is higher 
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than that of the other Scottish banks. ‘The Commercial Bank of Scotland 
has shown higher profits in each of the last four years and its chairman has 
more than once attributed this to its hire-purchase subsidiary. How 
successful that subsidiary has been is shown by the increase in its advances 
from £4 millions in 1954 to £18 millions in 1958. The Commercial Bank’s 
own advances last October totalled £37 millions, showing a ratio to its 
own deposits of 32 per cent; but in the bank’s consolidated accounts, which 
include both the deposits and the loans of the hire-purchase company, the 
ratio was 40 per cent. A considerable proportion of this extra earning 
power must again have been derived from outside Scotland. Of the 42 
branches operated by the Scottish Midland Guarantee ‘Trust only six are 
in Scotland. If its loans were distributed in the same proportion, that would 
mean that about 27 per cent of the total advances of the Commercial Bank 
were made in England. 

This consideration places the Scottish bank investments in hire-purchase 
companies last autumn in a slightly different perspective, for all the com- 
panies involved were English and, by acquiring them or a stake in them, 
the Scottish banks were not only investing in a more lucrative form of 
lending business but were expanding their market. The stake in most 


SCOTTISH BANKS’ HIRE-PURCHASE PARTICIPATIONS 


6 of Amount 


Bank Finance House Capital Invested 
Held {mn 
Bank of Scotland .. a4 North West Securities .. - 100 0.5 
Royal Bank. . a Y British Wagon .. a + 18 1.1 
British Linen Bank we United Dominions Trust i 25 0.4 
National Commercial - Lloyds & Scottish Finance - 50 10.3 
Clydesdale & North ea Forward Trust... - = 40 1.1 


cases is not a very large one, as can be seen from the accompanying table, 
but the figures draw attention again to the National Commercial Bank, 
which is to hold a 50 per cent share of Lloyds & Scottish Finance, which 
in turn controls both the Scottish Midland Guarantee Trust and Olds 
Discount Company Ltd. On 1958 figures the combined bank will have the 
equivalent of almost 5 per cent of its deposits invested in hire-purchase. 

Investment in hire-purchase companies can therefore be regarded as a 
further step in the post-war reorganization of Scottish banking. There 
have already been two amalgamations since 1949 and the third, between 
the Commercial and National banks, will be completed later this year. 
Benefits may come rather slowly, but as reorganization proceeds and hire- 
purchase business builds up there will emerge a new, more compact and 
better balanced structure. 

This process of readjustment may be assisted if an experiment referred 
to in a recent statement by the Governor of the Bank of Scotland is suc- 
cessful. ‘The bank has installed in one of its Edinburgh offices punch- 
card equipment on which it plans to service the current accounts of, 
initially, the head office and four branches near the centre of the city. Precise 
details regarding the equipment in use and the methods of operation have 
not been made public as yet, but it appears that branches included in this 
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experiment in centralized accounting have as much information at their 
disposal as they had when accounts were posted on the premises. This 
is apparently intended as a lead-in to computer operations and the centraliza- 
tion of a much larger volume of accounting work. And if it should prove 
possible to remove the main book-keeping work from offices in the Edin- 
burgh and Glasgow areas, this would greatly simplify, and reduce the cost 
of, the amalgamation of offices that formerly belonged to two different banks. 

As a result of three amalgamations, the number of offices that are pros- 
pectively mergeable is now considerable but, up to the present, the merger 
of two ofhces has usually necessitated the physical reconstruction of one 
of them. Mechanization on the old pattern was suitable for only a small 
percentage of Scottish bank offices, but centralized accounting seems to 
hold much more promise. The progress of the Bank of Scotland experi- 
ment will therefore be followed with very great interest. 

No Scottish bank has as yet offered any cheaper-rate type of bank account 
on the lines of the Midland Bank’s “‘ Personal Cheque Account’. Scottish 
banks, as is well known, operate a standard tariff of bank charges; this was 
increased in 1958 to “ 30s per ledger page (of 40 entries) with an offsetting 
allowance of 9d per £100 of minimum credit balance per month’. The 
Scottish banks have always claimed in the past that their charges were 
lower than those levied in England. But, by comparison with the “ Per- 
sonal Cheque Account” and the reduced charges on personal accounts 
that some other clearing banks are understood to have introduced, this 
claim can no longer be substantiated—so far as such accounts are con- 
cerned, though it may still be true of most business accounts. Unless the 
banks decided to abandon their practice of standardizing charges (which 
has operated for over 120 years) any move in this direction would have to 
be a concerted one. But no doubt, in Scotland as elsewhere, there are 
two schools of thought on this question—one strongly in favour of attracting 
the deposits of wage-earners, the other holding that the cost of reducing 
charges on existing accounts would outweigh any benefits likely to be 
derived from such new money as might be obtained. In these circum- 
stances swift action is scarcely to be expected; but new thought on the 
subject may be stimulated if the application of the Trustee Savings Banks 
for powers to issue cheque books to their customers should be granted. 
These banks are strongly entrenched in Scotland and, at £302 millions, 
their deposits are already substantial in relation to those of the Scottish 
banks, which aggregate {797 millions. 

The picture of Scottish banking at this stage in the new dispensation 1s 
therefore somewhat confused. On the one hand, recession has hit Scotland 
more severely than other areas and, because of our relatively greater 
dependence on heavy industry, it might last longer. On the other hand, 
the banks have widened the area of their operations and, through their 
subsidiaries, will obtain some benefit from the boom in consumer durables 
outside as well as within Scotland. There is a threat of increased com- 
petition and the intractability of costs is underlined by the recent sub- 
mission of a claim for increased salaries by the Central Council of Scottish 
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Bank Staff Associations which, if granted, would add over 5 per cent to 
the salary bill. But against this can be set (though not immediately) the 
search for, and practical experiment with, accounting methods that will 
bring costs down, and the gradually-maturing benefits of amalgamations. 
Above all, the fresh winds of freedom that blew from London last July 
have dispersed the fogs that had obscured the outlook for so long. 

On the record of the past five years the Scottish banks can claim to have 
shown willingness to venture and experiment. One of them was first in 
the field of hire purchase and opened the first investment department— 
which appears to be meeting a real demand. Another operated the first 
travelling bank—-and has now produced an excellent public-relations film 
about it. <A third now has the first semi-electronic centralized accounting 
system on an operational basis and, together, the banks introduced the 
‘over-the-counter ”’ sale of unit-trust certificates. Because they emerged 
from the war with a structure and practices designed for a very different 
economic climate, they had the strongest incentives to look for new sources 
of income and methods of operation. ‘This pressure will not diminish in 
the new atmosphere of greater freedom and keener competition; we can 
expect the processes of change and experiment to continue for some time 
to come. 


The Bank Balance Sheets Analysed 


I—-LIABILITIES 


(£ millions) 














LATEST 
CAPITAL AND RESERVES* DEPOSITS ACCOUNTS 
1938 1956 1957 1958 1938 1956 1957 1958 
Bank of Scotland.. 8.2 9.4 9.4 9.5 71.1 173.9 168.1 173.4 28. 2.59 
Royal ‘ - 8.1 11.5 11.5 11.7 69.9 120.1 121.1 134.8 31.12.58 
British Linen »4 3.9 4.0 4.0 4.0 35.6 80.7 77.7 = =81.5 30. 9.58 
Commercial ia 5.6 rf 7.1 7.3 44.7 117.4 122.2 124.0 25.10.58 
National .. a 3.6 5.1 5.1 5.1 38.3 107.4 98.5 107.7 1.11.58 
Clydesdale & North 6.0 6.5 6.5 6.5 64.7 173.0 175.4 176.0 31.12.58 
35.4 43.7 43.8 44.1 325.2 772.5 763.0 797.4 
NOTES ACCEPTANCES AND DRAFTS 

1938 1956 1957 1958 1938 1956 1957 1958 

Bank of Scotland Ka 6.0 26.1 27.6 27.8 5.9 20.7 22.4 16.1 
Royal .. “a ae a. 15.8 16.6 17.1 4.8 7.2 35.8 22.8 
British Linen 2.7 13.0 13.9 13.8 2 4.4 Bua y 
Commercial - 3.7 19.4 20.5 20.2 4.1 3.8 4.6 Ie 
National A a 2.9 12.9 14.8 15.8 aa 6.2 6.0 5.4 
Clydesdale & North §.3 24.3 25.4 25.2 1.1 9.4 8.8 8.5 
23.7 111.4 118.8 119.9 20.5 53.7 60.9 59.0 

Tora. Deposits - £.797 .4 millions TOTAL NOTES i £119.9 millions 

Increase over 1938 145% Increase over 1938 406% 
Decrease from 1957 4.33 Increase over 1957 0.9% 


* Including carry-forward. 
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AMERICAN REVIEW 











L'THOUGH widely described on 
this side of the Atlantic as a 
“surprise move’’, few American 
institutions could have been unpre- 
pared for the announcement, early last 
month, that Federal Reserve discount 
rates would be raised again, by } per 
cent to 3 per cent—the highest level 
since 1957. For some months pre- 
viously short-term rates in the open 
market had been well above the official 
discount rate, and the concern of 
monetary authorities to maintain pres- 
sure on the commercial banks implied 
a rise in the Reserve Banks’ discount 
rates. 

An official statement that does seem 
to have bemused some American ob- 
servers, however, was made by Mr 
M. S. Szymezak, a member of the 
Federal Reserve Board, just before the 
latest rise in discount rates began. 
Mr Szymezak observed that under- 
lying inflationary pressures in_ the 
United States were sufficient to justify 
a still more restrictive credit policy 
and that the restraint imposed by the 
Board would, in fact, have been in- 
creased further, had it not been for 
the relatively high level of unemploy- 
ment. In some quarters this appears 
to have been interpreted as an assur- 
ance that the authorities would mark 
time. But Mr Szymezak seems to 
have indicated clearly enough that 
oficial policy would not be eased be- 
cause of unemployment. 

More disturbing to the “ easier 
moncy-expansionist ’’ school is the 


cumulative evidence that the authori- 
ties are no longer prepared to “ con- 
dition’ the longer-term Treasury bond 
market in order to assist the lengthen- 
ing of debt maturities and the placing 
of as high a proportion of new issues as 
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possible outside the banking system. 

Only a few weeks ago, it may be 
recalled, President Eisenhower warned 
Congress (in the course of his weekly 
press interview) that the Administration 
might regard it necessary to seek powers 
to raise the 4} per cent “ ceiling’’ on 
government bond issues that earlier 
legislation has imposed. So far there 
appears to have been little reaction in 
Congress to this warning. 


Timing the Move 


The latest evidence of a determined 
hard-money policy, however, is un- 
questionably the timing of the discount 
rate decision last month. It will be 
recalled that the February refunding 
operation did not in the event include 
a longer-term (or even a medium- 
term) bond issue. ‘The inclusion of a 
new long-term bond had been widely 
expected, and, indeed, this anticipation 
had led to further weakness in long- 
term bond market. ‘This decision to 
confine the new stocks to shorts, coupled 
with the deferment of the long expected 
change in discount rates, was widely 
assumed to indicate an official desire to 
cushion monetary policy to make it 
easier for non-bank investors to finance 
new ‘l'reasury bonds. 

‘The decision to raise discount rates 
last month, immediately before the 
March cash financing, however, seems 
to be another clear pointer to the Ad- 
ministration’s willingness to permit the 
long-term bond market to find equi- 
librium at a higher level of yields. In 
this policy the commercial banks can 
be of no great assistance to new 
Treasury financing and could, indeed, 
become substantial net sellers in the 
months ahead. ‘The inclusion of a 
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$500 millions ten-year bond issue in 
the $4,000 millions cash financing pro- 
gramme last month was more or less 
in line with market expectations, but it 
may well lead to a further stiffening of 
yields among the longer maturities. 

Industrial production again rose by 
a point to 144 (1947-49 = 100) in Febru- 
ary and most preliminary indicators 
latt month suggested further gains, 
with the vigour of the revival in steel 
and construction, in particular, sur- 
prising many observers. 

Unemployment showed little change 
in February at the still relatively high 
level of 4.7 millions, but official opti- 
mism has not been checked. Mr 


Saulnier, chairman of the Council of 
Economic Advisers, believes that gross 
national product will reach an annual 
rate of $480,000 millions this year with 
a decline in the unemployment total to 
“not much above three millions ”’ 

Meanwhile, the Democratic Party’s 
(majority) Economic Report to Con- 
gress was unrepentantly “ expansionist ”’ 
with new demands for spending, easier 
credit, and checks to the autonomy of 
the Federal Reserve System. There 
was also an implicit warning to industry 
that “‘ qualitative ’’ controls may be the 
“answer’’ to inflationary pressures 
should the Republican Party lose the 
Presidential office in 1960. 


American Economic Indicators 











1957 1958 1959 
1955 1956 1957 
Dec Dec Jan _ Feb 
Production and Business: 

*Industrial production (1947-49 = 100) 139 143 143 135 142 143 144 

*Gross private investment (billion $).. 60.6 65.9 64.4 61.3 — _ a 
*New plant and equipment (billion $).. 28.7 35.1 37.0 362 — = 31.2 

*Construction (billion $) ve .. 44.6 46.1 47.3 48.6 53.7 54.6 54.4 
Housing starts (000 units) .. .. 110.7 93.2 86.8 63.4 91.0 86.0 89.0 

*Business sales (billion $) 52.3 54.8 56.3 54.5 57.4 57.4 — 

*Business stocks (billion $) 81.7 89.1 90.7 90.7 85.2 85.5 — 
Merchandise exports (million $) 1,296 1,591 1,734 1,639 1,514 1,400 — 
Merchandise imports (million $) 949 1,051 1 082 1,141 1,253 — = 

Employment and Wages: 

*Non-farm employment (million) 50.1 51.9 52.5 52.0 50.8 51.0 50.2 
Unemployment (000s). . . 2,904 2,822 2,936 3,374 4, — 4, “y 4,749 
Unemployment as % labour force 4.4 4.2 4.3 5.0 7.0 
Hourly earnings (mfg) ($) 1.88 1.98 2.07 2.10 2. “9 2. i9 2.19 
Weekly earnings (mfg) ($) 76.52 79.99 82.39 82.74 88.26 87.38 87.16 

Prices: 
Moody commodity (1931 =100)4 High 718 Ame 382} 391 389 382 383 
Farm products (1947-49 = 100) 89.6 88.4 90.9 92.6 90.7 91.5 91.1 
Industrial (1947-49=100) _.. 117.0 112.2 125.6 126.1 127.2 127.5 127.7 
Consumers’ index (1947-49 —100) 114.5 116.2 120.2 121.6 123.7 1238 — 

Credit and Finance: 
Bank loans (billion $) . 82.6 90.3 94.3 94.3 98.0 97.5 97.7 
Bank investments (billion $) . 78.3 74.8 75.6 75.6 86.6 87.6 85.6 
Bank loans (partial) (billion $) 26.7 31.3 32.2 32.2 31.4 29.7 29.7 
Consumer credit (billion $) 38.7 42.0 44.8 44.8 45.1 444 — 
Treasury bill rate (%).. 1.75 2.66 3.27 3.10 2.81 2.84 2.71 
US Govt Bonds rate (% 2.84 3.08 3.47 3.30 3.80 3.91 3.92 
Money supply (billion $) 221.0 226.4 232.3 232.3 245.9 244.4 241.8 


Federal cash budget (+ or ~) (mill $) 
US Treasury gold stock (mill $) 


Notes.—Starred items are smmeadi 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 


averages 1955-57. Business sales and stocks, 
money supply, bank loans and consumer 
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-740 +5,524 +1,194 4,435 —7,133 
.21,690 21,949 22, 781 22,770 20, 534 20, 516 20, 474 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1955-57, and end- 
month levels. Weekly bank loans are derived 
from partial returns only. Budget figures 
are cash totals. Quarterly figures are 
throughout shown in the middle month of 
the quarter. 












Banking in Lran 
















The Chartered Bank and The Eastern Bank Limited have 


pleasure in announcing that their associated bank 


THE IRANO BRITISH BANK 


opened for business at: 


AVENUE SAADI, TEHRAN, IRAN 


on Tuesday, 10th March, 1959 
under the general management of Mr. James H. Fenwick. 


Enquiries concerning the banking services available in 

Tehran and the facilities for financing trade with Iran 

afforded by the new bank will be welcomed by the 

head offices and branches of The Chartered Bank and 
The Eastern Bank Limited. 


THE CHARTERED BANK 


(Incorporated by Royal Charter 1853) 


HEAD OFFICE: 38, BISHOPSGATE, LONDON, E.C.2 


28, Charles |! Street, Haymarket, London, S.W.1 
52, Mosley Street, Manchester 2 ° 28, Derby House, Exchange Buildings, Liverpool 2 


THE EASTERN BANK LIMITED 


HEAD OFFICE: 2/3, CROSBY SQUARE, LONDON, E.C.3 
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INTERNATIONAL 


REVIEW 





ARGENTINA 


Further Austerity—President Frondizi 
has reiterated his intention of pursuing 
a policy of austerity regardless of poli- 
tical consequences. Stressing that the 
Government would freeze neither wages 
nor prices, he warned that wages would 
have te be related to the economic 
potentialities of the country, industry’s 
profits and market conditions. ‘Those 
who wanted to increase their incomes, 
whether worker or entrepreneur, would 
have to work harder. 


Consortium’s Bid——-A consortium of 
twenty-seven European companies, 
mainly British, French and Italian, has 
submitted proposals to the Government 
for the construction of a hydro-electric 
dam in Patagonia. The total cost would 
be £52 millions, of which £32 millions 
would be for imported equipment and 
services. The project would help to 
overcome the acute shortage of electric 
power in the Buenos Aires area. 


Oil Exploration—The Government has 
tentatively accepted an offer by American 
petrochemical interests to invest US $50 
millions in the construction of a plant 
in the southern oilfield of Comodoro 
Rivadavia. ‘The president of the State 
oilfields corporation is shortly to invite 
bids for further large-scale oil explora- 
tion projects covering twelve provinces. 


ASIA 


Highway Proposal—The Highways 
Committee of the United Nations 


Economic Commission for Asia and the 
Far East, which has been making a 
detailed survey of the inland transport 
needs of under-developed Asian coun- 
tries, has recommended that top priority 
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be given to the construction of a 5,000- 
mile trans-Asian highway extending 
from Indo-China to Persia. This was 
revealed during the conference of mem- 
ber governments held in Australia in 
March. 


AUSTRALIA 


Imports Decision—It was announced 
in mid-March that the import ceiling of 
{A800 millions per annum established 
in 1958 would be maintained during the 
four-month licensing period beginning 
on April 1. Pointing out that this de- 
cision had been reached after a com- 





DR ALFRED JAMIN 


President, Bayerische Staatsbank, 
Munich 























prehensive examination of the balance 
of payments, the Minister of Trade, Mr 
McEwen, said that the authorities were 
aware that there had been some fall in 
foreign exchange reserves, but took the 
view that the purpose of holding such 
reserves was to allow fluctuations in the 
balance of payments to be met without 
frequent changes in import controls. 


Partnership Desirable—The Prime 
Minister, Mr Menzies, has emphasized 
that the Government has laid down no 
firm rules for the admission of Aus- 
tralian investors to partnership in the 
ventures that overseas interests are 
launching in the country. He indicated, 
however, that, when approached by 
foreign investors embarking on capital 
projects, it always indicated that some 
form of partnership with local interests 
was desirable. Recent prospective in- 
vestors had for the most part fully 
understood this attitude. ‘These remarks 
followed a statement by Mr Foley, 
chairman of the British ‘Tobacco Co 
(Australia), that it was difficult to avoid 
the conclusion that the country was 
losing control of its potentially large 
enterprises to Overseas interests. 


Establishing a Money Market—The 
Commonwealth Bank has agreed to 
collaborate in the establishment of an 
active local money market by under- 
taking to act as lender of last resort to 
four companies that are conducting 
money market business. These are 
Capel Court Securities, Delphin Dis- 
count Company, United Discount of 
Australia and Australia Short-Term 
Acceptances. A line of credit has been 
established for each company. ‘This 
can be drawn on as circumstances re- 
quire by lodging with the Common- 
wealth Bank Government securities with 
terms of not more than three years. 
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Helping to develop Canada’s Trade 


with banking service that is 
well informed, imaginative and enterprising 


THE CANADIAN BANK OF COMMERCE 


TOTAL ASSETS OVER $3,017,000,000 

2 LOMBARD STREET, EC3 

48 BERKELEY SQUARE, WI 

25 KING STREET WEST, TORONTO 

MORE THAN 80 BRANCHES ACROSS CANADA 

Branches outsid: Canada: New York, Seattle, Portland, San Francisco, 
Los Angeles. Calit., Bruish West Indies, Nassau, Bahamas. 

Resident Representative: Chicago, Ill. 


Banking Correspondents Throughout the World 





For the present authorized money market 
dealers are being restricted to such 
securities. “—The Bank will not announce 
the rate at which advances are made. 


Bank Bill Revived—The legislation 
separating the Commonwealth Bank’s 
central bank and trading bank depart- 
ments and establishing a. system of 
variable reserve ratios for commercial 
banks has been re-introduced by the 
Government in unchanged form. ‘These 
proposals were rejected by the Senate 
during the last Parliament. 


BELGIUM 


Financial Accounts—A note in the 
article “‘ Convertibility in Europe ’”’ in 
the February issue of The Banker stated 
that ‘‘ financial ’’ accounts (reserved for 
non-resident capital transactions) were 
now fully convertible and that all ex- 
ternal transactions by residents and non- 
residents alike could be freely carried 
out at a single exchange rate. ‘This is 
not so: capital transactions must still be 
effected through “ financial’ accounts 
and the exchange rate governing such 
transactions can deviate from the official 
rate. At the time of writing the article 
the “ financial ’’ franc was at parity with 
the rate quoted in the official market and 
this led us to the erroneous assumption 
that francs arising from capital trans- 
actions were equally convertible with 
those arising from current transactions. 
The two rates have subsequently di- 
verged and the financial franc now 
stands at a discount on the official 
Belgian franc rate. 


Congo Pledge—The Minister for the 
Congo has repeated that the Government 
will not abandon political control of the 
region until it has been given positive 
assurances that capital invested there 
will be as safe as any in other parts of 
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the world. He added that the World 
Bank was ready to lend $75-100 millions 
for assisting the Congo’s development. 


BOLIVIA 


Railway Crisis—The general manager 
of the Bolivian section of the Anto- 
fagasta (Chile) and Bolivian Railway has 
formally turned over control of the 
railway to the Foreign Ministry. This 
followed the company’s decision to end 
the large operating losses suffered during 
the past two years. Receipts from 
passenger and freight traffic have falien 
by almost half. In spite of this, the 
Government has refused to approve 
tariff increases and cuts in staff. 


CANADA 


Bond Issue—The sale by the Treasury 
in the first week of March of $200 
millions of bonds maturing on April 1 
and December 15, 1960, has strengthened 
hopes that the Government will be able 
to continue to finance the budget deficit 
without creating credit. 


Pure Gold—To simplify the operation 
of the new arrangement for gold trading 
on the ‘Toronto Stock Exchange, Cana- 
dian Copper Refiners are producing a 
new bar with a fineness of 9,999 per 
10,000, commonly known as pure gold. 
It will have an exact weight of 32 ounces. 


FINLAND 


World Bank Loan—A loan equivalent 
to US $37 millions has been approved 
by the World Bank to nine private 
companies in the country’s pulp and 
paper industry. Eight private banks are 
participating in the loan without the 
World Bank’s guarantee for a total 
amount of $2.3 millions representing 
the first two maturities and part of the 
third maturity which fall due between 
August 15, 1962, and August 15, 1963. 
The projects being financed will enable 
the companies to increase their output 
of pulp and newsprint. 


FRANCE 


Higher Reserves—The large payments 
surplus in January was followed by 
another equivalent to US $185 millions 
in February. But the net gain to the 
official reserves was limited to $115 
millions since the Government had to 
pay $70 millions to the commercial banks 
in settlement of the borrowings made 
from them under “‘ ratissage ’’ operations 


during the closing months of 1958. 
Gold and foreign currency stocks having 
risen well above the levels at which they 
were standing at the end of last year, it 
has been decided to dispense with the 
$250 millions stand-by credit put at the 
disposal of the Bank of France by four 
foreign central banks early in 1959. 
The credit lines of $80 millions and 
$200 millions established at the same 
time with the Bank for International 
Settlements and a group of American 
commercial banks respectively are being 
retained for the time being. 


Travel Allowance—It has also been 
announced that, from the beginning of 
June, Frenchmen going abroad will be 
entitled to a foreign currency allowance 
equivalent to £36 sterling per annum, 
as well as £15 in franc notes. During 
the past year they have been allowed 
only the equivalent of £15. 


Discount Rate—The Bank of France 
reduced its security discount rate by 
4 per cent to 6 per cent on March 19. 
At the same time the Government 
announced that it did not intend to 
float a major loan in the next few 
months. Bank rate itself was maintained 
at 4} per cent. 

The Bank has also decided to reduce 
the fines for banks which exceed their 
rediscounting ceiling. ‘The new levels 
are 6 per cent (instead of 7) where the 
ceiling is exceeded by 10 per cent or 
less, and 8 per cent (instead of 10) 
where the ceiling is exceeded by more 
than 10 per cent. 


International Unit Trust. — Although 
plans for the opening of international 
unit trusts within the country have been 
prepared, the Ministry of Finance has 
refused permission for them to be put 
into effect. French banks have, however, 
been co-operating in the marketing of 
the units of Eurunion, an international 
trust sponsored by several European 
banks. 

New Pipeline—The Government has 
approved a plan for the construction of 
a 400-mile pipeline from the Societe 
Francaise B.P. refinery near Marseilles 
to Strasbourg. The pipeline will eventu- 
ally carry 20 million tons per annum. 


GERMANY 


Hot Money Measures Relaxed—The 
Bundesbank announced late last month 
that German banks would no longer have 
to hold higher reserves with it against 
deposits made by foreigners. It also 
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stated that interest could now be paid on 
non-resident accounts. Previously Ger- 
man banks have been required to hold 
reserves with the Bundesbank equivalent 
to between 10 per cent and 30 per cent 
of their foreign-held deposits—the pre- 
cise ratio depending upon the term of 
the deposits. In future the minimum 
reserve for foreign-held deposits will be 
the same as that for resident deposits, 
between 10 per cent and 13 per cent. 
The reserves of the banks with the 
Bundesbank carry no interest. 


“ More Competition ”—The Minister 
for Economic Affairs, Professor Erhard, 
has called for price reductions and an 
increase in genuine competition to re- 
move a certain stiffening and cramping 
of the country’s economy. He added that 
there was no cause for concern about 
the general trend of the economy. 


Shipbuilding Credits—The Govern- 
ment has approved arrangements made 
by German shipbuilders to improve 
credit facilities for the sale of ships to 
foreign buyers. Under the new system, 
buyers will have to pay only 20 per 
cent of construction costs on delivery 
and will be given three to five years to 
pay the balance. 


GHANA 


Five-Year Plan—The Government has 
laid before Parliament proposals for a 
five-year development plan involving a 
total outlay of £343 millions, of which 
{100 millions will be for hydro-electric 
projects. ‘The first phase providing for 
spending of about £125 millions other 
than on hydro-electric works is to be 
started at once. 


GREECE 


Bonded Debt—Good progress is re- 
ported in unofficial negotiations in 
London and New York for a settlement 
of the country’s bonded debt. How- 
ever, a spokesman for Britain’s Council 
of Foreign Bondholders has subsequently 
stated that he knew of nothing that had 
been going on in London. The coun- 
try’s external bonded debt amounts to 
some £75 millions, of which 80 per 
cent 1s in sterling issues. 


INDIA 


Budget Changes—The budget for the 
year to, March 31, 1960, presented by 
the Finance Minister, Mr Desai, at the 
end of February provides for an ordinary 
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revenue-expenditure deficit of Rs 583 
millions after allowing for changes in 
taxation. When central government 
capital outlays of Rs4,200 millions, 
loans to states of Rs 5,250 millions and 
debt repayments of Rs 1,300 millions 
are taken into account, the prospective 
overall deficit for 1959-60 amounts to 
Rs 11,570 millions. Budget innovations 
include the abolition of the wealth and 
excess dividends tax and the company 
deposit scheme. In their place income 
tax will be levied at 20 per cent and 
super tax at 43 per cent. 


Washington Meeting—Representatives 
of five Western countries—Britain, the 
United States, Canada, Western Ger- 
many and Japan—attended a conference 
in Washington in the second half of 
March to discuss ways in which they 
could help India to deal with her pros- 
pective balance of payments deficit of 
$350 millions in the final two years of 
the current Five-Year Plan. 


US Agreement—A decision on the 
repayment of Rs 1,000 millions accruing 
to the American Government from the 
sale of agricultural commodities was 
reached on March 18. Repayment will 
be spread over forty years. Some Rs 940 
millions are being made available for 
meeting rupee expenditure on fourteen 
river valley projects. 


Bank Nationalization—The Govern- 
ment is to nationalize six partially State- 
owned or State-associated banks. They 
will become subsidiaries of the State 
Bank of India. The Bank of Baroda is 
to become a purely commercial bank. 


IRAN 


UK Treaty—A treaty of commerce, 
establishment and navigation has been 
concluded with the United Kingdom. 
The pact covers such matters as the 
rights of the nationals of one country 
setting up business in the other and the 
treatment to be accorded ships, their 
passengers and cargoes. Under the 
treaty the two countries grant each other 
“‘ most favoured nation ”’ treatment. 


IRAQ 


Revolt Crushed—A revolt against the 
Government by army units stationed in 
the north of the country under the 
leadership of Colonel Shawaf has been 
crushed. Iraqi communists, whose 
influence with the Government appears 
to be growing rapidly, have accused 
Egypt of having provoked the revolt. 
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Economic Pact—An Iraqi delegation 
visiting Moscow in March signed an 
economic pact under which the Soviet 
will provide credits valued at £49 mil- 
lions sterling at the official rate of ex- 
change. This will help Iraq to purchase 
capital goods for developing light indus- 
tries and to build factories for producing 
machinery, chemicals and food. 


ITALY 


Government Plans — Outlining the 
policy of his newly-formed government, 
Signor Segni, the Prime Minister, an- 
nounced that conditions favourable to 
investment would be created to counter 
the present recession. The drive to 
develop Southern Italy would be intensi- 
fied. His government favoured a multi- 
lateral association between the common 
market countries and the other OEEC 
countries. 


JAPAN 


World Bank Loan—An external bor- 
rowing operation to raise $40 millions 
for electric power development was 
announced at the end of February. It 
was in two main parts. ‘The first was a 
$10 millions loan from the World Bank 
repayable over 25 years and bearing 
interest at 5? per cent. ‘The second was 
a series of bond issues on the New 
York market for $30 millions. 


Lower Discount Rate—The Bank of 
Japan’s discount rate was reduced from 
7.3 to 6.9 per cent towards the end of 
February. ‘The adjustment—the third 
to be made since June, 1958—is intended 
to encourage business spending. 


KENYA 


Aid from Britain—The Colonial Secre- 
tary, Mr Lennox Boyd, has announced 
that Britain will provide the country 
with further aid of £1.6 millions during 
the financial year 1959-60, but he added 
that this would be the last year in which 
Britain would finance recurrent expendi- 
ture arising from the emergency. 


NETHERLANDS 


Restriction Removed—The Nether- 
lands Bank has lifted the ban imposed 
on the introduction of foreign shares into 
the country at the height of the exchange 
crisis in September, 1957. ‘Though 


originally introduced to protect the re- 
serves, the ban was maintained for a 
time after the country’s payments im- 
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proved to ensure that the domestic 
needs for capital for industrialization 
could be readily met. Recently, how- 
ever, there has been a surplus of funds 
in the market and banks have pressed 
for the removal of restrictions on invest- 
ment abroad. 


HP Relaxation—To encourage eco- 
nomic re-expansion the Government has 
lowered minimum deposit requirements 
for hire-purchase transactions and lifted 
the previous limits on repayment periods. 


NEW ZEALAND 


Disinflation— Mr Nordmeyer, the 
Finance Minister, has reaffirmed the 
Government’s intention to stamp out 
inflation, but added that extensive un- 
employment will not be_ permitted. 
The fall in export income a year ago, 
he said, had created a potentially dan- 
gerous situation, which the Government 
had dealt with by imposing unpopular 
measures in the form of higher taxation, 
restricted bank credit and comprehensive 
import controls. 


NORWAY 


Expansion Required—The Finance 
Minister, Mr Bratteli, claimed in his 
budget statement for 1959-60 that the 
economic outlook had improved during 
the past year. He foresaw a year of 
progress for the country if international 
economic trends were reasonably favour- 
able. He stressed the need for a common 
policy of expansion for OEEC countries, 
arguing that the present rate of economic 
growth was too slow. The budget gave 
no tax relief except for a reduction from 
8 to 4 per cent in the tax on undistri- 
buted profits. 


PAKISTAN 


UK Credit—The British Government 
has granted the country a credit of £10 
millions sterling through its Export 
Credits Guarantee Department. The 
money will be used to pay for British 
goods and services. 


Tighter Imports—Because of the short- 
age of foreign exchange, the list of 
permitted imports has been shortened 
again and now runs to only 174 items. 


SOUTH AFRICA 


The ‘‘ Rand ”—The Treasury has an- 
nounced that legislation is to be sub- 
mitted to Parliament for the introduction 
of anew decimal currency unit, worth 10s, 
to be known as the “ rand ”’. 
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SWEDEN 


US Banks Loan—The Scandinavian 
airlines system (SAS) has arranged to 
borrow $49 millions from a group of 
American banks and insurance com- 
panies to finance the purchase of jet 
aircraft. 


TURKEY 


Debt Settlement—The director of the 
Trade Agreements Office of the Ministry 
of Foreign Affairs announced in mid- 
March that bilateral agreements pro- 
viding for the settlement of payments 
arrears to OQEEC countries would be 





signed before the end of the month. 
SWITZERLAND 


Cheaper Money—The central bank 
reduced the official re-discount rate by 
; U.S.S.R. 

1 per cent to 2 per cent at the end of 

February. ‘The rate had been raised Credit Hint—lIn a reference to foreign 
from 14 to 2} per cent in May, 1957, trade Mr Khrushchev has pointed out 
following a general rise in market rates that the Soviet development programme 
of interest. The cut is a sequel to the was based on the country’s own re- 
recent tendency for the Swiss money’ sources. But if other countries were 
market to become extremely liquid, a_ interested in getting additional orders 
tendency that has also found a reflection and were prepared to finance them the 
in a marked increase in international Russian Government would conclude 
capital market activity. agreements enabling them to do so. 





CORRESPONDENCE 
Long Rates in Reflation 


Sir,—There is a simpler light in which to view this matter. In the autumn of 
1957 Mr Peter Thorneycroft told the House of Commons that the Government 
could not get on without a gilt-edged market. As long as the Treasury officials 
who have memories of 1957 exert influence on our affairs, the 1957 experience will 
be set before any Chancellor who inclines towards any step likely to harm the 
market or away from any step needed for its protection. 

Certainly a lower rate of long-term interest could, in our present circumstances, 
stimulate industrial activity. But the deterrent assumption is that after the gilt- 
edged market had gone up to give lower interest rates we should move into a phase 
when higher interest rates would be required and the gilt-edged market would 
come down. ‘The gilt-edged market is composed of individuals; for it is individuals 
that control institutions. Boards of directors and trustees of funds who have in 
their personal capacity had bad experience, or seen the bad experience of their 
friends, in optional redemption gilt-edged are not easily persuaded by the arguments 
of actuaries that these are good stocks to buy. Another bad experience will prejudice 
even more investors against this class of stock. 

The officials in the Treasury have got to think not only of the problems of 1959; 
our finances will have to be managed as far as we can see into the future. And 
as far as they can see into the future, they see the need for an adequate gilt-edged 
market in London, in which the Government broker can almost always sell stock 
of any maturity that he pleases. For this reason I believe that one of the prime 
objects of the Treasury at the moment is to keep the long gilt-edged market at a 
level which can be held, so that the tender, but possibly slowly growing, confidence 
of the investor may not be shaken. ‘‘ What goes up ” they say in Throgmorton 
Street ‘‘ must come down’’. To ensure, as far as possible, that War Loan does 
not come down, it must not be encouraged to go up.—Yours faithfully, 

A. G. ELLINGER. 
36 Regent Street, Cambridge. 
March 6, 1959. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank— Windsor Dist, Local Head 
Office: Mr J. L. Northcott to be a local 
director. Newcastle spon Tyne Dist, Local 
Head Office: Mr 1. H. Clegg to be district 
manager on retirement of Mr W. T. Good- 
wyn. Head Office, Inspection Dept: Mr J. R. 
Baker, from Minories, to be an inspector. 
London—Harlesden: Mr G. G. Collins to be 
manager; King’s Cross: Mr W. N. Fowkes, 
from Harlesden, to be manager on retire- 
ment of Mr W. M. Long; Rayners Lane: 
Mr D. W. Danes, from Clerkenwell, to be 
manager on retirement of Mr C. T’.. Copper- 
wheat; Southgate, Chase Side: Nir M. C. 
Wilson, from Marble Arch, to be manager 
on retirement of Mr F. A. Cook. Kirkley: 
Mr K. F. Hubbard to be manager. Loddon: 
Mr P. F. W. Offord, from London St, 
Norwich, to be manager. Lozcestoft, Com- 
mercial Rd: Mr E. A. Bramley, from Loddon, 
to be manager on retirement of Mr W. R. 
Hall. 

British Linen Bank—Mr T. W. 
be assistant general manager. 
Clydesdale & North of Scotland Bank— 
Pollokshaws: Mr D. B. Carson, from Head 


Walker to 


Office, to be manager on retirement of Mr 
G. P. White. 

District Bank— Newport (Mon): Mr N. H. 
Bromley to be manager. Taunton: Mr J. H. 
Turner to be manager. 

Lloyds Bank—FExecutor and Trustee Dept— 
Bournemouth: Mr A. E. Shorter, from Cam- 
bridge, to be manager on retirement of 
Mr C. L. Travis; Cambridge: Mr R. M. G. 
Marsh, from Jersey, to be manager; Jersey: 
Mr B. P. Tebbutt, from Worcester, to be 
manager. London—Acton: Mr T. B. 
Hannam, from Weybridge, to be manager; 
46 Victoria St: Mr J. B. Winter, from Pall 
Mall, to be manager on retirement of Mr 
J. H. Clemens; Woolwich: Mr H. J. Wheeler, 
from Acton, to be manager on retirement of 
Mr J. A. T. Chivers. Alnzeick: Mr J. Lamb, 
from Spennymoor, to be manager on retire- 
ment of Mr T. E. Thompson. Birmingham, 
Cotteridge: Mr C. G. Thompson, from 
Derby, to be manager on retirement of 
Mr A. F. Dingley. Bradford: Mr G. B. 
Briggs, from Head Office, to be manager on 
retirement of Mr H. V. Holroyde. Liverpool 
—Mr G. N. Dixon, from Exchange, to be 
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manager on retirement of Mr C. Price; 
Exchange: Mr F. C. Booley to be manager; 
Waterloo: Mr W. P. M. Stewart, from 
Allerton Rd, to be manager on retirement 
of Mr J. K. Harrison. 

Martins Bank—JLocal Board: Sir W. 
Hereward Clare Lees, Bt, has been appointed 
to the Manchester Dist Board. Bolton: 
Mr W. Hill, from Preston, to be manager. 
Bootle (Lancs): Mr A. S. Jopling, from Birk- 
dale, to be manager. Leamington Spa: Mr 
]. D. Potter, from Liverpool, to be manager. 
Leicester, Charles St: Mr J. K. Cornall, 
from Midland Dist Office, to be manager. 
Raxtenstall: Mr T. Collinge to be manager. 
St Annes-on-the-Sea: Mr H. S. Mellor, 
from Manchester Dist Office, to be manager. 
Southport, Birkdale: Mr E. S. Sexton, from 
Leamington Spa, to be manager. Szvansea: 
Mr D. H. Price, from Cardiff, to be manager. 
Midland Bank—Mr W. H. McFadzean 
has been appointed a member of the board 
and of the board of Midland Bank Executor 
and Trustee Co Ltd. London—Poultry and 
Princes St: Mr D. W. C. Kitching to be 
deputy assistant manager in succession to 
Mr F. N. Pocock; Seething Lane: Mr F. N. 
Pocock, from Poultry and Princes St, to be 
manager on retirement of Mr A. Bartram. 
Birmingham—Handsworth: Mr D. J. Wheeler 
to be manager on retirement of Mr W. H. 
Smith; Moseley: Mr L. A. Hills to be 
manager on retirement of Mr A. V. Pyne; 
Summerfield: Mr L. E. Southan to be 
manager of this new branch. Brynmazr: 
Mr J. H. Jones, from Clydach, to be manager 
on retirement of Mr T. E. Davies. Caer- 
narvon: Mr G. P. Roberts, from Ruthin, to 
be manager on retirement of Mr P. W. 
Morris. Cozbridge: Mr G. T. Williams, 
from Cwmbran, to be manager on retire- 
ment of Mr J. Llovd Jones. Gloucester, The 
Cross: Mr D. S. Harries, from Commercial 
Rd, Portsmouth, to be manager on retire- 
ment of Mr H. Kaye. Llanberis: Mr R. G. 
Hughes to be manager on retirement of 
Mr E. J. W. Morris. Nezecastle (Staffs): 
Mr J. A. Broady, from Tarporley, to be 
manager on retirement of Mr S. Bainbridge. 
Penrhyndeudraeth: Mr J. O. Williams to be 
manager on retirement of Mr G. C. Edwards. 
Penyvgroes (Caernarvon): Mr E. T. Jones to 
be manager on retirement of Mr D. Roberts. 
Pontyclun: Mr I. T. Edwards to be manager. 
Portsmouth, Commercial Rd: Mr R. A. G. 
Goddard, from Wellington (Somerset), to be 
manager in succession to Mr D. S. Harries. 
Rotherham, Parkgate: Mr F. L. Preston to 
be manager on retirement of Mr F. V. Riley. 
Ruthin: Mr J. B. Williams, from Castle Sq, 
Swansea, to be manager in succession to 
Mr G. P. Roberts. 

National Bank—Rear Admiral Sir Matthew 
Slattery, CB, is to become an advisory 
director of the bank. 

National Bank of Scotland—Dundee: Mr 
H. P. Crosbie, from London Office, to be 
manager on retirement of Mr W. C. Brown. 
National Provincial Bank—Bala: Mr 


T. G. Humphreys, from Cardigan, to be 
manager. 


Connah’s Quay: Mr T. Parry, 
- 


_ 
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from Bala, to be manager on retirement of 
Mr T. E. Evans. Cottingham: Mr R. H. 
Childe to be manager. Crickhowell: Mr 
R. E. Humphreys, from Penmaenmawr, to 
be manager on retirement of Mr J. G. R. 
Jones. Derby, Normanton Rd: Mr H. W. 
England to be manager. Dover: Mr E. 
Tiltman, from Paignton, to be manager on 
retirement of Mr R. H. Brown. Durham: 
Mr P. E. Dunkley, from Warwick, to be 
manager on retirement of Mr T. C. Crump. 
Harlow: Mr J. R. Jones, from Osterley and 
Isleworth, to be manager in succession to 
Mr S. J. Smith. Aull, Witham: Mr W. F. 
Ward to be manager on retirement of Mr 
F. W. Sharpe. Lilandyssul: Mr J. R. Wil- 
liams, from Newtown, to be manager on 
retirement of Mr A. G. Jones. Paignton: 
Mr F. A. Johns to be manager. Porthcaul: 
Mr L. F. Evans, from Radyr, to be manager 
on retirement of Mr W. B. Williams. 
Radcliffe-on-Trent: Mr C. F. Ready to be 
manager. Ruabon: Mr A. R. Jones to be 
manager. Sheffield, Hunter’s Bar: Mr F. E. 
Frost, from Hillsborough Park, to be 
manager on retirement of Mr A. B. Budds. 


Royal Bank of Scotland—FEdinburgh, North 
Leith: Mr J. D. Brown to be manager on 
retirement of Mr H. Affleck. St Andrews: 
Mr D. M. Paton to be sole manager upon 


the death of Mr C. L. P. Grace. 


Westminster Bank—Threadneedle St: Mr 
B. B. Knopp to be principal, Securities 
Dept, on retirement of Mr C. J. Franklin. 
Trustee Dept: Mr J. H. M. Richardson, 
from Grosvenor Gdns Trustee branch, to 
be an assistant manager. London—Finchley 
Rd: Mr W. H. Pickard to be manager on 
retirement of Mr A. B. Wood; Mill Hill: 
Mr W. H. Bayley, from New Barnet, to be 
manager on retirement of Mr R. H. Slo- 
combe; Mornington Cres: Mr F. G. White- 
man, from Putney, to be manager; Palmers 
Green: Mr C. W. Harris, from Elmers End, 
to be manager. Aldershot: Mr E. F. Salis- 
bury, from Bognor Regis West, to be 
manager. Bognor Regis West: Mr W. E. 
Alexander, from Guernsey, to be manager. 
Folkestone: Mr T. B. P. Field, from Hythe, 
to be manager on retirement of Mr G. M. 
Peirce. Gidea Park: Mr F. W. Jeffes, from 
Hornchurch, to be manager. Hythe: Mr 
G. ‘. Pfaff, from Hungerford, to be 
manager. Melton Mowbray: Mr H. R. F. 
Lonsdale, from Helmsley, to be manager on 
retirement of Mr A. A. Cart. Portslade and 
West Hove: Mr R. J. Allen, from Brighton, 
to be manager on retirement of Mr C. H. J. 
Bunsaull. Tenterden: Mr C. Hodgson, from 
Leighton Buzzard, to be manager on the 
death of Mr G. L. Pigott. Wolverhampton: 
Mr O. Tunnicliffe, from Birmingham, to be 
manager on retirement of Mr L. Evans. 


Williams Deacon’s Bank—Manchester— 
Chorlton-upon-Medlock: Mr G. Rhead to 
be manager on retirement of Mr H. C. 
Hughes; Higher Openshaw: Mr E. A. 
Heatley, from Piccadilly branch, to be 
manager on retirement of Mr R. L. Long- 
ton; Piccadilly : Mr F. Oakley to be manager. 








Averages 


of Months: 


1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 


1931 
1932 
1933 
1934 
1935 
1936 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 
1944 
1945 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 


1951: Oct 


Nov .. 


1958: Jan 
Feb 


Mar .. 
April.. 
May .. 
June .. 
July .. 
Aug .. 
Sept .. 


Oct 


Nov 7 
Dec .. 


1959: Jan 
Feb 


BANKING STATISTICS 


Banking Trends since World War I* 


Net 
Deposits 
{mn 
1,759 
1,727 
1,628 
1,618 
1,610 
1,615 
1,661 
1,711 
1,745 
1,751 


1,715 
1,748 
1,909 
1,834 
1,951 
2,088 
2,160 
2,225 
2,218 


2,181 
2,419 
2,863 
3,159 
3,554 
4,022 
4,551 


4,932 
5,463 
5,713 
5,772 
5,811 
5,931 
5,856 
6,024 
6,239 
6,184 
6,012 
6,138 
6,330 


5,981 
5,973 


6,392 
6,131 
6,087 
6,152 
6,119 
6,325 
6,368 
6,313 
6,376 
6,441 
6,495 
6,761 


6,615 
6,340 








Liquid Assets 
Oo 


mn 
680 
658 
581 
545 
539 
532 
553 
584 
568 
596 


560 
611 
668 
576 
623 
692 
713 
683 
672 


648 
785 
676 
712 
723 
788 
886 


1,280 
1,646 
1,703 
1,920 
2,345 
2,308 
2,097 
2,201 
2,190 
2,098 
2,218 
2,256 
2,256 


2,423 
1,981 


2,563 
2,254 
2,160 
2,136 
2,079 
2,191 
2,257 
2,199 
2,222 
2,242 
2,287 
2,495 


2,421 
2,141 


WO YIN PRODREOND OF 


TDRs 
{mn 
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73 
495 


1,002 
1,387 
1,811 


1,492 
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* Ten clearing banks for 1921-35, thereafter eleven. 
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Investments 
£mn %o 
325 8 
391 22 
356 21 
341 20 
286 17 
265 16 
254 15 
254 14 
257 14 
258 14 
301 17 
348 19 
537 28 
560 30 
615 31 
614 29 
643 29 
652 29 
637 28 
608 27 
666 27 
894 30 
1,069 33 
1,147 31 
1,165 28 
1,156 25 
1,345 26 
1,474 26 
1,479 25 
1,505 25 
1,505 25 
1,624 26 
1,983 33 
2,163 35 
2,321 36 
2,149 33 
1,978 32 
2,008 31 
2,149 32 
1,555 25 
2,033 32 
2,080 31 
2,084 32 
2,094 32 
2,136 33 
2,163 33 
2,181 32 
2,193 32 
2,199 33 
2,203 33 
2,193 32 
2,152 31 
2,102 29 
2,021 29 
1,962 29 
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Advances 
{mn % 
833 46 
750 42 
761 46 
808 49 
856 52 
892 54 
928 54 
948 54 
991 55 
963 54 
919 52 
844 47 
759 39 
753 40 
769 38 
839 39 
865 39 
954 42 
976 43 
991 44 
955 38 
858 29 
797 24 
747 20 
750 18 
768 16 
888 17 
1,107 20 
1,320 22 
1,440 24 
1,603 27 
1,822 30 
1,838 30 
1,731 28 
1,804 28 
2,019 31 
1,897 30 
1,952 30 
2,007 30 
1,897 30.6 
1,925 31.1 
1,859 27.7 
1,880 29.4 
1,917 30.1 
1,964 30.4 
1,962 30.6 
2,030 30.4 
1,997 29.9 
1,993 30.3 
2,027 30.5 
2,082 30.9 
2,132 31.4 
2,245 31.2 
2,259 32.6 
2,333 35.2 


+ Ratios to gross deposits. 
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Trend of * Risk’’ Assets 


(£ millions) 






































Feb 18, 1959 r CHANGE IN + 
% of Year to Monthly Periods 
Gross Feb 1958 1959 
Deposits}; 1959 Nov Dec Jan Feb 
Investments: 
Barclays 476.0 32.3 —21.3 -25.3 + 5.2 + 0.1 -37.7 
Lloyds \ ie. &, — 31.1 -14.6 -32.3 + 0.1 —- 8.3 
Midland 443.2 31.1 —-13.2 me _— —-34.3 + 0.4 
National Provincial . . 198.8 25.3 — 26.8 - 0.1 - 8.4 -13.1 — 8.7 
Westminster . 240.1 27.6 — 23.1 = -~ 9.8 -25.4 —- 4.0 
District 68.8 29.7 —- 7.4 —- - 0.1 - 6.0 —- 0.2 
Martins ; 87.3 28.0 - 2.5 -—- -~ 0.2 - 2.9 — 
Eleven Clearing 
Banks ..1,961.5 29.6 —122.4 -41.8 -49.0 -81.5 -59.4 
Advances: 
Barclays 480.9 32.7 | +105.8 +14.4 +25.4 + 1.0 +23.6 
Lloyds 441.1 36.9 + $89.7 +13.4 +18.5 +13.5 +19.8 
Midland .. 481.0 33.7 +77.4 + 2.5 +31.0 - 7.0 +14.9 
National Provincial .. 293.1 37.3 + 56.3 +6.9 - 0.2 + 3.0 + 2.7 
Westminster . . 305.5 35.1 +68.5 + 5.6 +22.2 - 0.8 + 4.5 
District 83.9 36.3 +17.3 - 1.1 + 7.4 + 0.3 - 1.6 
Martins te.8 34.9 +21.8 + 5.7 +2.2 + 2.1 - 8.2 
Eleven Clearing 
Banks ..2,332.9 35.2 | +453.0 +50.4 +113.0 +14.0 +73.8 
Trend of Bank Liquidity* 
1956 1957 1958 1959 
Mar Dec Mar Dec Jan Feb Mar Nov Dec Jan _ Feb 
. 6 © 2 2 8 Oe ee 
Barclays 34.5 36.3 31.8 37.7 37.5 36.3 34.2 34.1 34.4 33.4 32.3 
Lloyds 32.4 34.4 29.7 37.3 35.8 33.5 31.9 32.0 34.7 34.0 30.2 
Midland 31.8 41.3 34.1 39.0 38.5 35.1 33.9 35.4 35.3 36.3 32.3 
National Prov 31.3 37.2 31.1 39.5 39.0 36.4 34.0 32.8 36.0 36.9 34.5 
Westminster... 33.1 37.6 34.3 39.0 37.9 36.8 35.4 32.5 33.2 35.2 33.9 
District 37.2 35.7 35.7 39.2 38.5 35.3 35.3 34.3 32.1 34.3 30.4 
Martins 33.3 42.1 36.7 41.0 39.2 35.0 35.9 35.7 36.2 34.3 30.2 
All Clearing 
Banks 33.1 37.4 32.6 38.4 37.8 35.2 33.9 33.7 34.6 34.9 32.3 


* Cash, call money and bills shown as percentage of gross deposits. 


Mondays: 


Bank rate 


Treasury bills: 
Average allotment rate* 
Market's dealing rate, 
3 months 
Bankers’ deposit rate 
Short money 
Clearing banks’ minimum 





Floating money 


* Preceding Friday. 
19, on 58. fo 4} y 





Money and Bill Rates 


Mar 17, 


1958 


“J 


1959 
t 
34 


3% 
2 


2% 


Jan 19, Feb 16, Feb 23, Mar 2, 
1959 1959 1959 1959 
per cent 
4 4 4 
3 3 ab 3 3 ¥% 
2 2 2 2 
22 23 2% j 
2-3 23-34 23-3} 23-3} 2 


25-34 


+ Lowered to 6% on 20.3.58, to 54% on 22.5.58, to 


on 14.8.58, and to 4% on 20.11.58. 
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11,810,691! 


11,637,648 | 


* Including all members of British Bankers’ Association. 





RMS UE £510 VETL WiCaring Danks. . 


11,937,440) 


11,762,921) 














t Date of first classification in new post-war series. 





Total Inland Revenue 
Customs and Excise .. 
Other revenue 

Total ordinary revenue 


Debt interest (including sinking fund) 


Other consolidated fund 
Supply expenditure 
Total ordinary expenditure 


Above line surplus or deficit 


Net deficit below line 
of which 
local loans (net lending 
minus) . 


loans to state industries, net 


Total deficit . 


* Plus ieiteenee increase in receipts or surplus, fall in expenditure or deficit. 
indicates fall in receipts or surplus, rise in expenditure 


(£ millions) 


I—The Budget 


Expected 

Original gain or 
budget loss* on 
estimates, 1957-58 
1958-59 out-turn 
2,970 +115 
2,189 + 39 
280 - 58 
5,439 + 96 
733 - 33 

83 - 1 
4,259 -121 
5,076 -155 
+ 364 - 59 
— 600 + 35 

shown 

- 13 - 32 
- 478 - 49 
- 236 - 24 





[]—National Savings 


THE EXCHEQUER FINANCES 





Gain or 


or deficit. 


({mns: Receipts into Exchequer reported during period) 


Savings 


Certi- Defence Savings Premium Total 
ficates Bonds Banks Bonds Small 
(net) (net) (net) (net) 
1952-53 +22.8 -10.7 -131.6 — -119 
1953-54 +19.0 + 0.3 ~79.3 ~ —- 60 
1954-55 46.0 +51.1 -~35.4 —- + 61 
1955-56 .. +19.7 +21.5 - 80.4 -—- - 39 
1956-57 .. +72.0 + 3.2 ~ 20.6 - 65.0 +119 
1957-58 .. +73.1 + 1.2 - 2.4 -58.3 -108 
1957- 58 
April-Jan.. 15.6 -13.4 58.9 64 9 - 23 
February . 0.4 - 3.4 4.6 i y 
1958-59 
April-Jan.. 116.4 ~ 94 5 -70 0 58.2 -~199 
February... + 8.3 12.5 14.2 5 6 40 


as 


Q 
6 


April 1, loss* on 
1958, to corresponding 
Mar 14, period of 
1959 1957-58 
2,803.5 + 147.4 
2,122.0 39.8 
270.5 —- 65.3 
5,195.9 121.9 
698 3 - 2.9 
80 2 - 4,4 
3,940 .3 — 91.6 
4,718.8 — 98.9 
477 2 23.0 
~572 6 32.0 
46 6 9] .2 
~516 5 —~114 4 
—~ 95 4 55 0 
Minus 
Total 
Accrued Defence Remain- 
Interest Bond ing In- 
(net) Maturity vested* 
88.3 -45.5 6,020.9 
88.6 -38.4 6,008.7 
88.8 —-28.8 6,126.2 
82.7 -50.8 6,123.6 
35.5 —-38.9 6,124.0 
: - 38.4 6,240.0 
35. ~16.8 6,249.0 
4.9 - 0.4 6,266.0 
45 0 ~ 9.2 6,502.0 
4.9 03 6,548.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 





I1i—Floating Debt 


(£ millions) 





Ways and Means Advances: 
Bank of England ; 
Public Departments 

Treasury Bills: 

Tender 
Tap 





Beginning of April* 
1956 1957 1958 
277.7 289.3 239.6 

3,240.0 2,860.0 3,120.0 
1,561.2 1,306.4 1,499.4 
5,078.9 4,455.7 4,859.0 








Change in three 





Mar months to 

14, Mar 14, Mar 15, 

1959 1959 1958 

225.1 - 35.0 32.0 
2,920.0 -—520.0 -—350.0 
1,997.9 +310.3 -651.3 
5,143.0 -—174.7 -—969.3 





* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 


275 








Sterling-Dollar Exchange Rates 


Mar 21, Jan23, Feb20, Feb27, Mar6, Mari13, Mar 20, 























1958 1959 1959 1959 1959 1959 1959 
Official Market 
Spot .. .. 2.814 2.80% 2.8012 2.817; 2.81} 2.813 2.81% 
3 months .. 27s¢ pm fe p m kc pm fgcpm jtcpm icpm cpm 
Security* 2.78 3 804 2.802 2.803 2.804 *2.808 2.81 
* New York market quotations. 
Britain’s Gold and Dollar Reserves* 
(Millions of US dollars) 
Financed by 
Net Gold Official Private 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can an in of Balancest 
Quarters Aid Credits Reserves Period 
1946 - — 908 = +1123 + 220 2696 194 
1947 - — 1431 — +-3513 — 618 2079 267 
1948 om ~1710 682 + 737 ~ 223 1856 295 
1949 7" — 1532 1196 - 116 — 168 1688 236 
1950 bi + 805 762 + 45 +1612 3300 257 
1951 7 - 988 199 —- 176 — 965 2335 508 
1952 - — 736 428 — 181 — 489 1846 472 
1953 ies + 546 307 — 181 +. 672 2518 49] 
1954 ‘ + 480 152 — 388 + 244 2762 428 
1955 - — 575 114 — 181 — 642 2120 480 
1956 es — 626 66 +. 573 + 13 2133 679 
1957 = — 390 26 + 504 + 140 2273 602 
1958 - +1005 6 — 215 |. 796 3069 - 
1957: 
I ae —- 64 13 +- 127 + 76 2209 645 
IT ” - 9 4 -+- 177 + 172 2381 513 
III ‘ - 519 9 - 21 — 531 1850 657 
IV na +. 173 —- + 250 +- 423 2273 602 
1958: 
I ba - 496 1 — +. 497 2770 690 
II we ~ 307 5 - 6 + 306 3076 734 
III - + 65 — - 21 + 44 3120 731 
Oct . 1 54 _ an — 3174 - 
Nov es + 41 —— -—— + 41 3215 “s 
Dec ss - 42 — — 188 — 146 3069 2 
IV - -+- 137 — - 188 - 51 3069 ‘a 
1959: 
Jan 42 — -— + 42 3111 
Feb 45 — ~- + 45 3156 
Main Special Items Detailed{ 
Receipts Payments 
$mn $mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMF loan cs . 300 Canadian loans, etc .. 181 
1948 South African loan moo 1954 EPU funding a 99 
1956 Sale of Trinidad oil .. 177 IMF repayment . . 1088 
Sale of US Govt bonds. . 30 1956 IFC subscription : 14 
IMF loan + "ae 1957-58 Anglo-German debts pay- 
1957 India’s IMF loan | , 200 ment . 21 
Return of interest on US 1958 Service of US and Cana- 
loan wee dian loans, etc .. 188 
Export- Import Bank .. 250 


* Gold and convertible currency reserves from December, 1958. 


+ Source: Federal Reserve Bulletin. 

t Special German deposits, Canadian quarterly payment on 1942 loan and regular 
monthly funding payments to EPU countries excluded. 

§ Remainder of 1947-49 loan repaid in sterling. 
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Tullis Russell offer the benefits of 50 years’ experience 
Mp and skill in making sensitized security cheque paper, of a 
{— quality and character that help to safeguard the reputation 
of British Banking all over the world. Day and night, 
month in and month out, one of Tullis Russell’s machines 
is engaged entirely in making this paper for all the big 
banks at home and overseas. Every stage of the work is 
supervised by qualified technicians specially trained to 
control and develop the paper’s protective qualities. 


For safety, security and consistency of quality, specify 
T.R. Security Cheque Paper—it is a credit to Banking! 


Tillis Russell + ©, Lta. 


THE PIONEERS OF TWIN WIRE PAPERS FOR PRINTERS AND 
SPECIALISTS IN THE MANUFACTURE OF TECHNICAL PAPERS FOR INDUSTRY 
PAPER MAKERS SINCE 1809 


SCOTLAND: Auchmuty & Rothes Paper Mills, Markinch, Fife LONDON : “ivorex House” Upper Thames St., E.C.4 
BIRMINGHAM : 18-19 Ludgate Hill MANCHESTER: 372 Corn Exchange Buildings, Corporation Street 
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Noble Lowndes 


Finance Limited 


Industrial Bankers 


MEMBERS OF THE FINANCE “HOUSES ASSOCIATION 


Assets exceed 


2.730.000 


17 Lowndes Street, London, S.W.1 


Tel: Belgravia 6307/8 


Administrative Offices: 


Surrey House, Scarbrook Rd., Croydon 


Telephone: Municipal 2441 (10 lines) 
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BANK OF LONDON & BiQUU OewWe te LIMITED 


Latin America destined for ‘More 
significant role’ in Western Economy 


been a difficult one in which the adverse 

influences to which I drew attention in my 
last Address continued to bear heavily on the 
economies of many of the republics. 

The decline in the foreign exchange income 
of the primary producers has rendered much 
more acute the problem Of financing economic 
development. 

The vital role of foreign capital in the process 
of economic development has become ever 
more widely recognized during recent years as 
the only alternative to the imposition on the 
mass of the people of sacrifices that western 
thought rightly regards as intolerable. 

Efforts have been made to clear up out- 
standing problems involving foreign invest- 
ments that may still act as a deterrent to 
potential new investors, and there has been no 
disposition to re-impose restrictions against the 
foreign investor in the present period of 
exchange stringency. 

I have on previous occasions stated my 
belief that Latin America is destined to play a 
more significant role in the economy of the 
western world; events in Africa and the Middle 
East in the past year have served to reinforce 
the conclusions that I drew on this subject a 
year ago. 

Western Europe as a whole, including the 
United Kingdom, should be prepared to make 
a more conscious and considered contribution 


F: LATIN AMERICA, the past year has 
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towards the capital development of the un- 
sophisticated countries, more especially Latin 
America. 

If any progress is to be made during 1959 
and idle productive resources put to work for 
the benefit of all concerned, European capital 
markets should be encouraged to co-ordinate 
their activities and mobilize the large and 
growing volume of savings for the purpose of 
increasing the total volume of foreign trade. 

London has the _ international services, 
financial structure, foreign banking, machinery 
and trained man-power to enable it to play a 
leading part in the unification of European 
capital markets. And, as soon as Governments 
allow the European international financial 
system to carry out the task for which it Was 
developed, many institutions in London,’ in- 
cluding this bank, will make their contribution. 

The aforementioned are extracts from: the 
address by the Chairman, Sir George L. F. 
Bolton, K.C.M.G., including a statement on the 
97th Annual Report of the Directors and State- 
ment of Accounts for the year ended December 31, 
1958, which will be submitted at the annual general 
meeting of the Bank of London & South America 
Limited to be held on April 2 at 40-66, Queen 
Victoria Street, London, E.C.4. 

Should you wish to obtain the full text of the 
Directors’ Report and Statement of Accounts, 
you are invited to write to: The Secretary, 
Section O. 


BANK OF LONDON & SOUTH AMERICA LIMITED, 40-66 QUEEN VICTORIA STREET, LONDON, E.C.4 














MODEL ROLAND & STONE 


Members of the New York Stock Exchange 


INTERNATIONAL 
SECURITIES 
120 Broadway, Telephone: 
New York 5, N.Y. Worth 4-5300 


Cables: Morodeal 























For safe Investment 


recommend the 


WESTBOURNE 


Member of the 
BUILDING SOCIETY icine socei 


Association. 













ASSETS - - £28,000,000 
RESERVES - £1,890,000 


WESTBOURNE GROVE 


LONDON W.2 BA Yswater 2440 2/59 























Record Total of Deposits — 


HE fourth annual general meeting of 

the State Bank of India was held on 

February 27 at Bombay, Shri P. C. 
Bhattacharyya, the chairman, presiding. 

The Bank recorded during the year 1958 
a sizable expansion in its business. Con- 
siderable progress was achieved under the 
developmental activities of the Bank. 

The following are the salient features of 
the Bank’s Annual Report for the year 1958 
and the Chairman’s speech delivered at the 
meeting : 

Deposits and Advances 


The Bank’s total deposits rose from 
Rs.344.3 crores on December 27, 1957, to a 
record level of Rs.454.0 crores on December 
26, 1958, when they formed 28.8% of the 
total deposits of all scheduled banks in 
India. By far the most important factor 
that accounted for this large growth in the 
Bank’s deposits was the receipt of counter- 
part funds under U.S. P.L.480. The in- 
crease of Rs.109.7 crores in its deposits 
helped the Bank to augment its investment 
portfolio which rose by Rs.98.4 crores to 
Rs.268.8 crores over the year. 

The Bank’s advances in India, which 
stood at Rs.164.6 crores at the end of 1957, 
reached a busy-season peak of Rs.204.1 
crores in March, 1958, and subsequently 
declined, due to slack season influences, to 
Rs.158.5 crores at the end of October. They 
stood at Rs.166.1 crores at the close of the 
year. Over the year ended October, 1958, 
advances to industry increased from 64.3% 
to 71.7%, while advances to commerce 
declined from 18.5% to 12.2%. The Bank’s 
credit as a proportion of all scheduled bank 
credit remained practically unchanged at 
19.2%, over the year. The Bank did not 
need any assistance from the Reserve Bank 
of India during the major part of the year. 


Foreign Exchange Business 


The Bank succeeded in maintaining 
during the year the increase in its foreign 
currency turnover recorded in the previous 
year, despite the fall in exports and the 
restrictions on imports, which reduced the 
total foreign currency transactions of banks 
in India. A substantial increase was re- 
corded in the business transacted by the 
Bank under the deferred payments scheme. 
The Rupee Travellers’ Cheques scheme, in- 
augurated by the Bank in January, 1958, has 
been well received in India as well as 
abroad. Sales of Travellers’ Cheques up to 
the end of November, 1958, amounted to 


STATE BANK OF INDIA 
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Shri P. C. Bhattacharyya’s Speech 




































about Rs.60 lakhs, of which over Rs.10 
lakhs were sold by the Bank’s foreign 
offices and other selling agencies abroad. 


Rural Credit 


The Bank recorded further progress in 
implementing its policy of meeting the 
financial needs of co-operative institutions. 
The credit limits granted by the Bank to 
marketing co-operatives stood at Rs.52.3 
lakhs on December 20, 1958. As on Sep- 
tember 30, 1958, seven co-operative sugar 
factories availed themselves of the credit 
facilities from the Bank, aggregating Rs.2.5 
crores. In addition, the Bank established 
letters of credit for Rs.3.2 crores on behalf 
of 15 co-operative sugar factories covering 
import of machinery and gave the requisite 
deferred payments guarantees for Rs.4.0 
crores on behalf of 13 factories in respect of 
such imports. 

The Bank has also taken the lead in 
evolving an appropriate procedure for grant- 
ing advances against warehouse receipts and 
on December 20, 1958, it had in all 140 
such accounts totalling Rs.14.9 lakhs. The 
remittance facilities granted by the Bank 
to co-operative banks and societies during 
the year ended June 30, 1958, amounted to 
over Rs.84.3 crores. The credit limits 
granted to co-operative banks increased 
further from Rs.10.0 crores to Rs.14.0 
crores on November 30, 1958. ‘Total hold- 
ings of debentures of co-operative central 
land mortgage banks as well as advances to 
co-operative banks against such debentures 
registered further expansion to Rs.62.3 
lakhs and Rs.32 lakhs respectively as on 
November 30, 1958. 


Finance for Small-scale Industries 


An important step taken in the year was 
to extend to all the branches the Bank’s 
Pilot Scheme, initiated in 1956, for the pro- 
vision of co-ordinated finance to small-scale 
industries. On recommendations of the 
Evaluation Report, some modifications have 
been made in the lending procedure as well 
as terms and conditions. The lending rate 
has been fixed as an all-inclusive rate not 
exceeding 6°; medium-term advances will 
be granted to selected constituents for pur- 
poses of modernization, expansion, etc.; 
and the list of commodities against which 
advances may be granted by the Bank has 
been enlarged. 

The total credit limits sanctioned by the 
Bank to small-scale industries increased 
during the year from about Rs.80.3 lakhs to 





about Rs.2.4 crores, the number of accounts _ office of Manager for Pakistan Branches was 
increasing from 189 to 696. Agreements’ established at Karachi on May 1, 1958, 
have been signed with two State Financial which works directly under the Central 
Corporations, under which the Bank acts as_ Office. Under a special training programme 
their agents in their dealings with small- for the Bank’s supervising staff, nine officials 
scale industrialists. were deputed during the year for training in 
U.K., U.S.A., Germany and some other 


Branch Expansion countries. 
The pace of the Bank’s Branch Expansion . a 
Programme increased further during 1958 Profits and their Appropriation 
when 105 new branches were opened, as The Bank earned a net profit of Rs.1.90 


compared to 91 opened during 1957. The crores for the year 1958 as against Rs.1.87 
total number of new branches opened since crores for the previous year. Earnings from 
the Bank’s establishment in July, 1955, till interest and discount have increased from 
the end of December, 1958, was 262, com- __ Rs.8.25 crores in 1957 to Rs.12.21 crores in 
pared to the target of 400 branches in five 1958, while those from commission, ex- 
years. Out of these 262 new branches, 167 change and brokerage were more or less the 
branches were opened at towns with a_ same at about Rs.3.54 crores. Interest paid 
population below 25,000 and 78 branches at on deposits, borrowings, etc.., increased 
places with a population between 25,000 from Rs.3.40 crores to Rs.6.25 crores. 
and 50,000. The dividend to shareholders is main- 
[he Bank has also been operating offices tained at the rate of Rs.16/- per share 
at important airports, which remain open Rg 37.5 lakhs have been transferred to the 
for business on all days including Sundays  ;ecserve fund as compared to Rs.25 lakhs 
and public holidays. Some of them work  jact year and Rs.36 lakhs are absorbed as 
round the clock to serve air passengers. bonus to staff as compared to Rs.32 lakhs in 
om : er 1957. ‘The Staff Welfare Fund has been 
Administrative Set-up and Specialized credited with Rs.5 lakhs and another amount 
Training of Rs.15 lakhs has been transferred to the 
With a view to controlling and guiding Staff Co-operative Housing Fund as com- 
the five branches in Pakistan effectively, an pared to Rs.10 lakhs each in 1957. 



































STATE BANK OF INDIA 
(Condensed) BALANCE SHEET AS ON 3ist DECEMBER, 1958 
CAPITAL AND LIABILITIES PROPERTY AND ASSETS 
Rs. Rs. 
|. Capital—Issued, Sub- 1. Cash in Hand and due 
scribed and Paid Up... 5,62,50,000 from other Banks ...... 55,47,10,490 
2. Reserve Fund and Other Be CRUE BE Ge cc icccccsececse 2,10,66,667 
ied sa 8,48,50,000 | 3. Investments ............... 284,55,39,287 
De IL, ctnciudennussiinvnnes 477,85,84,356 | 4. Advances..................05. 172,06,19,519 
4. Borrowings...............++. 20,85,25,000 | 5. Bills Receivable ............ 2,50,43,191 
Ser 6,03,67,778 | 6. Constituents’ Liabilities 
6. Bills for Collection ...... 2,50,43,191 for Acceptances, En- 
7. Other Liabilities ......... 71,86,941 dorsements and Other 
8. Acceptances, Endorse- Obligations............... |,18,58,960 
SEE ichincisnebusiendsneien |,18,58,960 | 7. Premises and Furniture 2,17,96,433 
9. Profit and Loss ............ 55,73,154 | 8. Other Assets ............... 3,76,04,833 
BE sitinisceees Rs.523,82,39,380 I cccikieenn Rs.523,82,39,380 
(Condensed) PROFIT AND LOSS ACCOUNT FOR THE YEAR 1958 
EXPENDITURE INCOME 
Rs. Rs. 
x Ber 6,24,59,623 | I. Interest and Discount ... 12,21,11,007 
2. Salaries and Allowances, 2. Commission, Exchange 
TI . . stnniguttinininndimiiiawies 6,06,25,866 and Brokerage ......... 3,53,49,780 
3. Other Expenditure ...... S  - 5B ere ereryrersee 3,36,645 
4. Balance of Profit ......... | ,90,14,183 
I icihesticisniscsinionn Rs.15,77,97,432 WD vscedenevnosnti Rs.15,77,97,432 
Chairman: P. C. Bhattacharyya Managing Directors: B. P. Patel and S. P. Puri 
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THE HONGKONG AND SHANGHAI 


BANKING CORPORATION 





Acquisition of Mercantile Bank Limited 





HE Ordinary Yearly General Meeting 

of The Hongkong and Shanghai Bank- 

ing Corporation was held on March 13 
in Hong Kong. 

Mr. Michael W. Turner, C.B.E., the 
Chairman, presided and, in the course of 
his speech, said: The profit for the year 
amounts to $23,466,050, which is an in- 
crease of $2,400,000. It is proposed that 
$4,000,000 should again be written off 
Bank Premises and, after allowing for this 
transfer and the interim dividend of 
{1 2s. 6d. per share, the Directors recom- 
mend a final dividend of £1 17s. 6d. per 
share, leaving a balance of $2,085,000 to be 
carried forward. 

Commenting on the Balance Sheet figure, 
the Chairman said that the manner in 
which the Bank’s funds were utilised at 
the end of the year showed only too clearly 
the trend of reduced economic activity 
which had affected most of the territories 
in the area covered by the Corporation. 

The report and accounts were adopted. 


Chairman’s Statement 


The following is an extract from the 
Chairman’s printed statement: 

From our own domestic point of view, 
the most important event since our last 
meeting has been the completion of an 
agreement with the directors of Mercantile 
Bank Limited for the acquisition of the 
entire share capital of this old-established 
bank. We have taken over this bank as a 
going concern and we intend to keep it as 
a going concern. I am sure that the step 
we have taken will prove to be in the best 
interests of our own. shareholders. In 
addition, I am convinced that it will 
strengthen the position of British banking 
as a whole in the eastern territories with 
which both banks have been associated for 
so long. 


Economic Affairs 


After reviewing the political scene, the 
statement continued: 

When we turn to economic affairs we 
find more encouraging signs and it seems 
that the world is moving forward into a 
period of renewed expansion, if probably 
ata slower pace. While it would be unwise to 
exaggerate the importance of the decline 
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in the United States gold reserves, this has 
resulted in a lessening of the post-war 
dominance of the dollar, and the resultant 
strengthening of other major currencies has 
brought about a more balanced world 
economy. The improved status of sterling 
in particular is of the greatest importance 
to our bank and we can but hope that this 
time there will be no turning back. 

The statement then reviewed in detail 
the conditions in the eastern territories in 
which the Bank has interests, and concluded: 


Attraction of Foreign Investment 


A great deal of progress has been made 
since the war in promoting development in 
countries where the standard of living is 
low and the work in this field seems likely 
to grow. There are, however, two matters 
which I should like to mention as it seems 
likely that they will become increasingly 
important in the future. 

The first is the necessity for the less 
developed countries to attract foreign 
private investment. It would seem that 
countries which are short of capital 
should, in their own interests, make every 
effort to see that a suitable climate exists 
which will encourage foreign private invest- 
ment. This I am afraid is not always the 
case and, making due allowance for the fear 
of foreign exploitation, I am sure that the 
present policy of some countries is most 
unwise. 

The second concerns the necessity }for 
countries which are setting up new in- 
dustries to be able to find markets in which 
they can sell their manufactured goods. 
I do not under-estimate the political difh- 
culties, as it is obvious that pressure will 
continue to be applied on governments to 
give protection to their own industries. 
Nevertheless, I am sure that, if it is the 
policy of the western nations to encourage 
development in countries less fortunately 
placed, then it will be necessary for them 
to go further and to open up their markets 
to some of the products which this develop- 
ment will cause. Aid has been given on a 
most generous scale in recent years and has 
achieved much. It remains to be seen 
whether the same enlightened attitude will 
be adopted over the more difficult problem 
of trade. 








MERCANTILE BANK LIMITED 





Difficult Trading Conditions 





HE 66th annual general meeting of 
Mercantile Bank Limited was held 
on March 24 in London. 

The following is an extract from the 
statement by the Chairman, Sir Kenneth 
W. Mealing: 

The effect of the business recession 
which commenced in the U.S.A. in 1957 
spread to most areas of the free world in 
1958. Foreign exchange shortages, and 
restrictions on imports and exports in some 
territories where the Bank operates, have 
continued to affect business and make trad- 
ing conditions difficult. The Balance Sheet 
total is down by some £5 million to {71 
million. Deposits are down by £5 million, 
whilst on the Assets side Cash is lower by 
approximately £3,800,000, Bilis Receivable 
by £1,700,000 and Loans and Advances by 
£1,400,000. Investments are higher by 
£2,400,000. 

The net profit for the year 1958 is lower 
at £324,267, and interim dividends have 
been paid amounting in total to 124 per 
cent. It has been announced already that 
no further dividend will be paid for the 
year ended December 31, 1958. From the 
balance available the usual allocations have 
been made to Officers’ Pension Fund whilst 
the sum of £100,000 has been transferred 
to the Reserve Fund which now stands at 
£2,200,000, leaving the balance carried 
forward at £231,407 against £231,452 
brought forward from the previous year. 

In November, 1958, your Board was 
approached by ‘The Hongkong & Shanghai 
Banking Corporation, who were already 
holders of a substantial percentage of the 
Bank’s equity capital, with the proposal 
that negotiations should take place with a 
view to a share-exchange offer being made 
by The Hongkong Bank to the shareholders 
of the Mercantile Bank. Your Board agreed 
to negotiate and a notice was immediately 
issued on November 28, 1958, informing 
shareholders to this effect. On December 24 
a further notice was issued to shareholders 
informing them that agreement had been 
reached and the terms thereof. The formal 
offer, carrying the Board’s recommendation 
in respect of the offer to exchange 1 new 
Hongkong Bank HK. $125 (London Regis- 
ter) share for 20 Mercantile Bank {1 
Ordinary shares, was posted to shareholders 
on January 23, 1959. 


It is intended that the change in control 
shall not affect the management, staff, 
relationship with constituents, or business 
progress of the Bank. ‘The Head Office 
and Board will continue in London as 
hitherto, and the Board believe that an 
association or merger of ownership such as 
this will strengthen the resources and pro- 
vide opportunity for the progress of both 
Banks, which should in the future prove 
beneficial to their constituents throughout 
the world. 

India.—1958 was a difficult year for 
India. The financial burden of the Second 
Five-Year Plan, although pruned to some 
extent, resulted in severe contraction of 
external assets and threatened a serious 
financial crisis which was only averted by 
the assistance of India’s main creditors and 
the provision of new loans arranged at 
meetings organised by the World Bank in 
August in Washington and in New Delhi 
in October. Assistance in various forms 
has thus been provided by the U.S.A., 
Canada, U.K., Japan, West Germany and 
the U.S.S.R. This assistance undoubtedly 
saved the situation during 1958 and will 
enable the ‘‘ hard core ”’ of the Plan to go 
on during 1959, but there will still be a 
substantial time-gap before the benefits 
hoped for from this vast investment can 
be reaped. 

Pakistan.—On October 7, 1958, President 
Iskander Mirza declared martial law, and, 
by proclamation abrogated the constitution, 
thus dissolving Parliament and the Govern- 
ment of Mr. Firoz Khan Noon. Three 
weeks later the President resigned and left 
Pakistan and General Mohamed Ayub Khan 
assumed the Presidency. 

Political life in Pakistan had, for some 
time, been falling into disrepute. As a 
result Parliamentary democracy had fallen 
into such disrepute that the new regime 
was hailed in many quarters with relief. 
In the fullness of time it seems probable 
that there will evolve a new and less vul- 
nerable constitution suited to the particular 
genius of the people of Pakistan, and that 
the economic and financial situation of the 
country will show rapid improvement under 
the firm and patriotic guidance it now has. 

The statement concluded with a review 
of the other territories in which the Bank 
has interests. 
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THE CHARTERED BANK 





Further Expansion 





Mr. V. A. Grantham’s Statement 





HE 105th Annual General Meeting of 

The Chartered Bank will be held on 

April 1 at 38 Bishopsgate, London, 
tle B 


The following is an extract from the 
statement by the Chairman, Mr. V. A. 
Grantham, which has been circulated with 
the report and accounts for the year 1958 :— 


The Bank’s Balance Sheet 


The accounts indicate a further expansion 
of the Bank’s business. The total of our 
own balance sheet at £243,118,186 is some 
£11,500,000 up on last year’s figure which 
was itself a record. 

Current and Other Accounts show a slight 
reduction of £2,032,672 which is more than 
offset by a substantial increase in Fixed 
Deposits of £15,994,119. Our acceptances 
are lower by £2,778,353. 


On the assets side, Cash in Hand at Call 
and at Bankers, Government and Other 
Securities and Bills of Exchange show in- 
creases of £1,324,674, £10,402,781 and 
{5,848,798 respectively and evidence a 
strong degree of liquidity. The ratio of 
cash and call money to our demand and time 
liabilities, excluding the notes in circulation 
against which security has been lodged, is 
slightly lower at 22.1% against 22.9% last 
year. Advances to Customers and Other 
Accounts show a contraction of £3,975,323. 


The increase in the net figure for Bank 
Premises and Furniture is due to our con- 
tinued expansion and the modernisation of 
our properties in the East. 

The Consolidated Balance Sheet includes 
the figures of all our wholly owned sub- 
sidiaries and the total at £285,430,502 is 
$13,532,487 higher than last year. 


Consolidated Profit and Loss Account 


The continued upward trend of working 
costs, especially salaries and wages, in con- 
Junction with a lowering of interest rates 
during the period under review, has resulted 
In a decrease in our net profits from 
£1,000,890 in 1957 to £993,590. 
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In October last the issued capital of the 
Bank was increased to £5,000,000 by the 
capitalisation of £600,000 out of the Reserve 
Fund and £400,000 was restored to the 
Reserve Fund by a transfer from Reserves 
for Contingencies Account. 


The Bank paid an interim dividend of 
74% less income tax in September last on 
£4,400,000 capital, absorbing £189,750 and 
it is now proposed that out of the balance 
available a final dividend of 7$% be paid on 
the increased capital of £5,000,000 costing 
£215,625. 


We have allocated £250,000 to Bank 
Premises and Furniture and £125,000 and 
£20,000 respectively to the Pension Fund 
and Widows’ and Orphans’ Fund. We have 
transferred £150,000 to Reserves for Con- 
tingencies and the balance carried forward 


is £481,673. 


The Irano British Bank 


Our acquisition of the share capital of the 
Eastern Bank gave us a direct interest in the 
Middle East and our assessment of the 
political and economic situation there con- 
vinced us that our representation would be 
incomplete without an interest in Iran. We 
were pleased, therefore, to have an op- 
portunity of joining with influential Persians 
in promoting a joint banking venture in their 
country. ‘The authorised capital of the 
Irano British Bank is Rials 200 million, of 
which Rials 100 million have been subscribed 
and paid up. We have subscribed 8,000 
shares of Rials 10,000 each and the Eastern 
Bank 1,800 shares of a similar denomination, 
which gives us 49% of the capital of a bank 
which has now been registered and granted 
a banking licence in the above name. 


This bank will have as its General Man- 
ager an officer seconded from our Eastern 
covenanted staff and it will open for business 
in ‘Tehran on March 10, 1959, and later in 
Khorramshahr. It is pleasing to note that 
the return of British banking interests has 
been generally welcomed and we hope that 
this new joint venture bank, by bringing 
experience and knowledge to the handling 











of imports and exports, will assist the 
country in its trade expansion programme. 


THE 


UNITED 
FRIENDLY 


INSURANCE COMPANY, 
LTD. 


Representation in Birmingham 

We have felt for some time past that the 
revolution which has taken place in the 
United Kingdom export trade since the end 
of the war necessitated our establishing 
closer contact with the new exporting in- 
dustries in the Midlands. It has been 
decided, therefore, to appoint a representa- 
tive of the Bank and its subsidiaries and 
associates to reside in Birmingham and to 
set up there an organisation which will 
facilitate more extensive participation in the 
financing of exports of Midland manufac- 
tures to the Asian markets in which we, 
The Eastern Bank Ltd. and The Irano 
British Bank, are established. 

Mr. A. M. R. Currie, until recently our 
Manager in Indonesia, has been appointed 
to the post and he will take up his duties 
during the month of April. It is not pro- 
posed, at present, to open a branch of the 
bank in Birmingham; the new office will be 
equipped to impart economic and credit 
information and to serve as a link between 
the export trade of the Midlands and Head 
Office. 

Copies of the full text of the statement will 
be sent on application to the Secretary of 


the Bank at 38 Bishopsgate, London, E.C.2. 





LIFE, FIRE, BURGLARY, 
SICKNESS, PLATE GLASS, 
HOUSE PURCHASE, 
ENDOWMENT, Etc., Etc. 





R. C. BALDING, 
Managing Director. 





42 Southwark Bridge Road, 
London. 











Den norske Creditbank 




















Established 1857 OSLO, NORWAY 21 Branches in the Provinces 
BALANCE SHEET, 31st DECEMBER, 1958 
ASSETS LIABILITIES 
Kr. Kr. Kr. 

Cash in Hand Current Accounts .. 392,775,978.65 
and at Bank Deposit Accounts .. - win 507,343,827.64 
of Norway 124,380,398.49 Norwegian Banks and Savings 

Treasury Bills .. 15,000, Banks ; , a — 94,625,963.72 

Norwegian Banks Foreign Banks 58,616,123.31 
and mathe Cheques in Circulation . 21,957,164.31 
Banks 68,422,503.74 Commercial Letters of Credit 46,980,889.48 

Foreign Banks . 175,534,883.23 Clients’ Accounts in Foreign Cur- 

383,337,785.46 rencies - a ” 77,258,286.23 

Securities: Interest for 1959 of Bills Dis- 

Government counted - i 3,790,202.14 
Bonds 27,322,319.01 Sundry Liabilities . . a 327,250,084.69 

Municipal Bonds 5,081,398.92 Share Capital, fully paid . - 36,000,000.00 

Bonds of Indus- Reserve Fund ss 18,000,000.00 
trial Com- Extra Reserve Fund i 5,000,000.00 
panies, etc. 12,063,036.02 Fund for Taxes... 6,000,000.00 

Shares . 10,853,660.48 Balance carried forward to 1959. 1,043,926.60 

Mortgage Bonds 154,607,321.09 Guarantees, Kr. 478,803,704. 13, 

209,927,735.52 

Commercial and Finance Bills 268, 763,909.46 

Foreign Bills 6,608,507.80 

Advances to Customers and other 
Accounts. 380,734,608.04 

Clients’ Accounts in Foreign Cur- 
rencies.. 4,232,261.38 

Commercial Letters of Credit 48,165,263.46 

Bank Buildings - 6,386,798.89 
(Total Assessment Value 

Kr. 8,341,660.00) 
6.121,552.13 


In Account with our Branch Offices 
Sundry Assets : ne 


Kr. 


282,364,024.63 





1,596,642,446.77 
ODA O LEER 


Kr. 1,596,642,446.77 
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NATIONAL AND GRINDLAYS 


BANK 





A Sound Business 





National and Grindlays Bank Limited 
will be held on April 7 in London. 

The following are extracts from the 
statement of the Chairman, Mr. J. K. 
Michie, circulated with the report and 
accounts ; 

The total of our balance sheet at 
{151,491,479 shows a reduction of 
£10,613,741 on the amalgamated figure for 
the year 1957. Our net profit is also lower 
by £55,783 at £371,707, arrived at, as usual 
after providing for taxation, for bad and 
doubtful debts and for other necessary 
reservations. ‘Two interim dividends of 
74% have been declared the total distribu- 
tion, therefore, being unchanged at 15°. 

The reasons for the smaller profit figure 
are several. One which will be non-recur- 
ring is the inescapable expenditure in con- 
nection with the amalgamation which though 
limited by all possible means was still con- 
siderable. ‘Then apart from the ever-in- 
creasing competition which is a feature of 
banking in the East and in East and Central 
Africa in some cases from growing in- 
digenous banks and in others from new 
entrants in the field, or from both, in none 
of our territories were conditions more 
favourable for bankers and in most they 
were more difficult than in recent times. 

On the other side of the slate British 
Government securities staged a considerable 
rise during the year and our inner reserves 
have benefited in consequence. Incidentally, 
it has been and still is the policy of the bank 
to meet out of current income depreciation 
in the values of what can be termed “ local ”’ 
securities held by branches but we do not 
“ write up ’”’ such securities should they 
appreciate but leave the reserve untouched 
until realisation or maturity. 


Ta annual general meeting of the 


India and Pakistan 


At this time last year India was facing a 
critical balance of payments situation which 
I am glad to say has been at least temporarily 
resolved partly by her own exertions and by 
the aid obtained from the World Bank and 
various Governments, including our own. 
There are still hurdles ahead but I think 
there is justification for believing they too 
will be cleared and that when many of the 
larger capital projects now being financed 
come into operation the present difficulties 


in this respect will lessen. 

Very strict measures of currency and 
other controls have been instituted and the 
Government in Pakistan claims that already 
the balance of payments position has 
improved materiallv. 


Liability for Uncalled Capital 


At present this is 7s. 6d. per {1 share and 
the fact that there is such a liability un- 
doubtedly narrows the market for your 
shares and we know has exercised the minds 
of some of our shareholders. 

The question of arranging for the elimina- 
tion of this disability and the method to be 
used has been engaging the attention of the 
Board and it is their intention to place 
proposals before you in the near future. 
However, the Board also consider it right 
to let you know that unless a higher level of 
income eventuates than they now foresee 
they would not consider it prudent to 
recommend any increase in the amount paid 
out in dividends. 


General 


Since I last addressed you a meta- 
morphosis has happened in the financial 
affairs and standing of this country and of 
the pound sterling bringing with it two out- 
standing results—the gold and dollar re- 
serves at the end of December had moved up 
to £1,096 million, which compares with 
£660 million to which they fell in Septem- 
ber, 1957, and the Bank of England rate has 
fallen to 4% from 7% current a year ago. 

That these manifestations of improved 
economic health spell security is neither the 
belief of the Chancellor of the Exchequer 
nor of any unbiased person, but at the 
lowest assessment they mean that we have 
ridden the storm more successfully than was 
hoped or feared and that given no major set- 
backs in world trade or world politics we 
are on the road to better things. What these 
may be must await, amongst other things, 
the Budget. As to our own immediate 
future we have a sound business and a good 
and loyal staff to whom we are again be- 
holden. Although, as I have told you, we 
have difficulties to contend with, some of 
which are new and unpalatable, I am sure 
that we shall as in the past surmount or 
adjust ourselves to them. 











HOOVER LIMITED 





An Outstanding Result 





HE Annual General Meeting of Hoover 

Limited will be held on April 1 at the 

company’s offices at Perivale. Mr. H. 
W. Hoover is to preside. 

The following are extracts from the 
“Annual Review ”’ :— 

The consolidated profit for the Group at 
£5,847,490 shows an increase of 56 per 
cent. on 1957, with turnover of the British 
companies up by no less than 28 per cent. 
This outstanding result achieved last year, 
marked a milestone in the history of the 
Company, with turnover far exceeding any 
previous year and profits surpassing the 
previous peak of 1954 by no less than 
£1,265,529. 

Following the reduction of purchase tax 
in April, a number of steps were taken by 
the Government to revive economic activity 
throughout the country and to stimulate con- 
sumer demand. ‘These culminated with the 
complete removal of hire purchase restric- 
tions in October, a factor which has been 
primarily responsible for the sharp rise in 
our earnings during the latter part of the 
year. 

Although sales were stimulated by reduc- 
tions in purchase tax and the removal of hire 
purchase restrictions, even further impetus 
was added by the introduction to the home 
market of an entirely new Cleaner in 
October and a new Spin Dryer in November. 

The swiftness with which the community 
responded to the decontrol of hire purchase 
illustrates, very clearly, their eagerness to 
obtain labour saving appliances, which had 
been damped down by the high deposits 
imposed by Government order. 


New Models 


The new Cleaner Model 1334, of an 
entirely new design, has been well received 
by the trade and the public. This Cleaner 
incorporates a number of entirely new 
features. 

We are planning its introduction overseas 
during the early part of 1959, and are con- 
fident that the excellent reception accorded 
to it at home will be repeated abroad. 

In November we launched a new Spin 
Dryer on the British market. It has been 
designed as a companion to our hand wringer 
type of Washing Machine, or for use as an 
independent unit and with the _ special 
design features we have incorporated, which 
place it in advance of any other make, we 
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believe sales are likely to be of a high order, 

In the export market this has been a 
particularly difficult year. The recession in 
the United States, the fall of commodity 
prices in the primary producing countries, 
and the disturbed political situation in the 
Middle and Far East, militated against the 
development of our trade, although the 
position is now slowly improving. In spite 
of this, our total export business was main- 
tained at a level close to that of the pre- 
vious year. 

The highlight of our export business has 
been the success of the Hoovermatic Wash- 
ing Machine, which was introduced in the 
spring. ‘This has been particularly evident 
in Australia, where sales of this machine 
accounted for much of the increase in turn- 
over. It was of particular value in Western 
Europe, where we face highly competitive 
conditions. 


Profit and Dividends 


The consolidated net profit before taxation 
of £5,847,490 was arrived at after deduct- 
ing £1,229,624 for depreciation against 
£1,096,008 last year. 

Your Board recommends an increase of 
10 per cent. in the final dividend to 50 per 
cent. less tax on each Ordinary and “A” 
Ordinary share, making a total of 60 per 
cent. for the year. 

This recommendation was arrived at 
after a very careful assessment of the future 
capital required to develop our overall 
business, which will involve heavy expendi- 
ture on new projects, on new buildings and 
plant, and also considerable investment 
overseas to further the development of our 
trade in many important markets. 

The economy of this country is delicately 
poised at the moment and prospects for the 
current year are difficult to assess with any 
degree of certainty, because so much hinges 
on the future course of Government action. 
The April Budget is, therefore, awaited 
with no less interest than is the result of any 
General Election this year. 

On balance we look forward to a good 
year in 1959 although competition is be- 
coming increasingly severe in all our mar- 
kets, and the necessity to utilise a greater 
proportion of our revenue in merchandising 
activities in order to maintain our leadership 
at home, and to increase our business over- 
seas, may well reduce our available margins. 
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£66,701,742 


lent on mortgage 
in twelve months 


THAT IS THE RECORD OF 


THE 
HALIFAX 


for the year ended 31st January 1959 





In the same year the outstanding 
strength and stability of the Halifax 
were once again demonstrated by 
the following further records: 


ASSETS £389,500,000 
LIQUID FUNDS £72,000,000 
RESERVES £14,250,000 


SAVINGS & INVESTMENT BALANCES 
INCREASED BY £40,500,000 


HALIFAX BUILDING SOCIETY 


HEAD OFFICE » HALIFAX °- Yorkshire 


London: 51 Strand W.C.2, 62 Moorgate E.C. 2 
136 Kensington High Street W. 8 


Consult Telephone Directory for address of nearest office 






































HASTINGS AND THANET 
BUILDING SOCIETY 












Speech by the Chairman, Mr. H. V. Wiles, at the Annual General Meeting 
at Ramsgate on 19th March, 1959 












Mic printed will have already received mations’”’. Otherwise, confusion and mis- 


a printed copy of my review of the understanding must inevitably arise. 


work and accounts of our Society for Since my statement, dated 28th February 
1958, and I would ask your permission to this year, the Press have published further 
take this statement as read. As, however,  seports and comment arising from the inter- 
it was necessarily prepared nearly a month vention of other Building Societies in the 
ago, you would expect me today to bring freely negotiated merger proposals between 
the overall picture up to date. ourselves and the Sheerness and Gillingham 
Society. These recent Press statements 
arise from the proceedings at the Annual 
General Meeting of the Leek and Moor- 
lands Society. We find no fault with the 
conclusions drawn by the responsible news- 
papers and journals concerned. 

These conclusions are based on state- 
ments which, if reported correctly, are 
impossible to reconcile with facts and 
figures. We cannot allow these further 
reports and statements to pass _ uncor- 
rected. 

According to the City Editor of The 
Times, Mr. Gilbert Tatton, Chairman of 
the Leek and Moorlands Society, argued 
(and here I quote) ‘‘ whereas a Society 
possessing a relatively large reserve ratio 
feels that its future is best tied to a larger 
unit with a smaller reserve fund, members 
of the Society seeking to be taken over 
should receive a benefit equated at least to 
the difference between the two reserve 
ratios ”’! 

Mr. Tatton is reported to have claimed 
that this is all his Society sought to do at 
Sheerness. 

You will be glad to hear that the pro- The Times, naturally enough, commented 
posed merger with the Sheerness and that “ few people connected with Building 
Gillingham Society was finally effected as Society matters would quarrel with the 
from 28th February this year. Asa result, principle of this argument,” but that the 
Total Assets now stand at over £31 millions, | question was rather, whether offers should 

















































Mr. H. V. Wiles 


Assets 


and our reserves exceed £1,400,000. be thrust upon shareholders in profusion 
within a short space of time—a very shrewd 
observation. 


Unfortunately, I am compelled further 
to ventilate these matters, because Sir 
It is necessary to comment on another Ernest Johnson, in his presidential address 
matter, under the heading of ‘“‘ Amalga- to members of the Leek and Moorlands 


Amalgamations 
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Society, is also reported as saying (and here 
| quote The Economist), ** our proposition 
was that the members of the Sheerness 
Society should come in with us on equal 
terms, and that their surplus reserves over 
and above those of our own ratio should be 
distributed to them on the transfer ’’. 


But What are the Facts ? 


The principles attributed by The Times, 
The Economist and other journals to the 
President and the Chairman of the Leek 
and Moorlands Society do not stand up to 
examination so far as their intervention at 
Sheerness is concerned. ‘The facts and 
figures of published accounts demonstrate 
that the contrary is the case. 

Their offer of a bonus of 3} per cent. to 
shareholders would have reduced the re- 
serves of the Sheerness Society to a figure 
far below the ratio of reserves of the Leek 
Society. All those interested in the Building 
Society movement will feel that this situa- 
tion calls for explanation, as well as a clear 
statement of future policy. 

Your Board deplores such unwarrantable 
take-over bids, and is in good company in 
so doing. 

We also find it difficult to understand 
how it is possible to justify take-over bids 
at a late stage in any Building Society 
merger proposals, as was the case at Sheer- 
ness. ‘lo offer and publish terms without 
previous consultation, negotiation and veri- 
fication of assets and liabilities appears to 
your Board undesirable and unjustifiable. 

It would appear to us that Building 
Societies should urgently and _ carefully 
weigh up all the factors involved in these 
matters. Accepted principles of approach 
and procedure should be evolved and ad- 
hered to, unless public company methods 
are now to be permitted in a non-profit- 
making movement, which has justly re- 
tained the confidence of the public for well 
over a century. 

Finally, it is now reported that the Leek 
and Moorlands Society has agreed merger 
proposals with a small society in the south. 
Notwithstanding the provocation they have 
suffered, your Directors do not propose to 
intervene in these proceedings and make a 
take-over bid. They will, however, as 
always, welcome friendly approaches with 
a view to exploring any possibility of further 
merging of societies in the interest of 
members. 


Administration 


I now come to the paragraphs of my 
printed statement dealing with adminis- 


tration. During the last few days, various 
planning consents have come to _ hand. 
Thus, | am now able to say that your 
Directors have arranged to purchase build- 
ings and land at Bexhill which, with com- 
paratively minor adaptations, should make 
an admirable administrative centre, at very 
reasonable cost. 


Our regional centres in Thanet and Kent 
are now enlarged in scope and number by 
the addition of offices at ‘Tunbridge Wells, 
Sheerness and Gillingham. ‘These, com- 
bined with our long-established offices at 
Margate and Canterbury, maintain for us a 
strong position in this part of the country. 


At Ramsgate, as has been the case at 
Hastings, during the eight years which have 
elapsed since the merger of the Isle of 
Thanet and the Hastings Permanent So- 
cieties, our officers and organisation will 
continue to serve members with undi- 
minished zeal and understanding. 


70,000 Members 


In conclusion, ladies and gentlemen, in 
all our activities we must have careful 
regard to those many thousands of members 
of our Society whom we cannot greet in 
person at our annual meetings. ‘The So- 
ciety’s membership of over 70,000 is spread 
far beyond the confines of Kent and Sussex 
and it is for your information and theirs 
that my printed statement has been circu- 
lated prior to this meeting. We are glad to 
know that this has received a warm wel- 
come from the financial Press. 


Your Board trust that members likewise 
will approve the course we have followed. 


The Report and Accounts were adopted. 


Extract from Statement by the 
Chairman, 28th February, 1959 


During the year under review, our assets 
have increased by no less than £3,758,000 
and now exceed £28 million. 


Throughout the year very high rates of 
interest were offered by commercial insti- 
tutions and other bodies. But with the 
ending of the credit squeeze it is no longer 
possible for these competing institutions to 
maintain such exceptionally high interest 
rates. It must therefore be apparent that 
savings entrusted to Building Societies re- 
main the most stable and rewarding invest- 
ment for the small saver, without the wide 
fluctuations attaching to many other tem- 
porarily alluring investments. Moreover, 
throughout the credit squeeze, our interest 











charges to borrowers have been extremely 
low. 

Mortgage advances during 1958 totalled 
nearly £43 million. 


Income and Reserves 


Our share and deposit income shows the 
gratifying increase of nearly £14 million, 
while our cash at bank and in trustee 
securities approaches £4 million. 


Reserve and surplus funds now total 
£1,300,000, representing 4.65 per cent. of 
assets. Our reserve funds are invested in 
dated securities, and your Board regard the 
yield on such investments as of less im- 
portance than the certain availability of 
reserves when and if required. 


Liquidity 

The liquid resources of our Society at 
the year end amounted to £3,803,677, 
being 13.5 per cent. of our total assets. 

A Building Society is in being to assist 
home ownership, and its funds should be 
used to the utmost for this purpose. In 
our view, the desirable proportion of liqui- 
dity is not necessarily a static percentage of 
assets, but a matter of constant review in 
the light of changing conditions. 


Operational Surplus 


The net result of our operations during 
1958 has resulted in a surplus of £131,533, 
to which must be added the amount brought 
forward from 1957, making in all a total 
surplus of £209,933. £125,000 has been 
appropriated to reserves and the sum of 
£84,933 is carried forward. The heavy 
provisions necessarily made for Income ‘T’ax 


and Profits Tax at £411,500 will be noted. 


Amalgamations 


During the year under review, the Tun- 
bridge Wells Building Society has joined 
forces with us, also the Cranbrook and 
District Building Society. 

Members will notice that these mergers, 
as was the case with the Sevenoaks and the 
Orpington Building Societies, were the 
natural coming together, in mutual interest, 
of societies in our own homeland of Kent 
and Sussex. 

There has been widespread interest in 
the unusual proceedings arising from the 
proposed merger between ourselves and 
the Sheerness and Gillingham Building 


lvi 


Society, friends and neighbours throughout 
a century. The Sheerness Society had 
built up a strong position, with assets of 
£3 million. Moreover, the Directors had 
very wisely embarked on a policy of more 
widely spreading their assets. Strong con. 
nections had been built up in.other centres 
far removed from Kent, often in districts 
where we ourselves also possess consider- 
able assets and connections. It was natural 
that our two organisations should be brought 
together, and indeed such a possibility had 
been envisaged years ago. 


The intervention of certain societies, after 
publication of our mutually agreed pro- 
posals and particularly a few days previous 
to the special meeting at Sheerness, as well 
as the methods adopted, was not in the 
opinion of your Board in the true interests 
of the movement. With the exception of a 
small northern society, over which the same 
contending parties had previously been 
opposed, these methods were certainly con- 
trary to what had previously been accepted 
as the proper method and practice of 
effecting such merging of interests. More- 
over, as these interventions developed, our 
friends at Sheerness were inevitably placed 
in ever-increasing perplexity. 

The combination of our two societies 
will be mutually beneficial, and after some 
consolidation will certainly strengthen the 
combined organisation. 


I should also mention that we have 
undertaken a transfer of engagements from 
two small societies—the Lake District Per- 
manent and the St. James’s_ Building 
Societies. ‘The Lake District Society comes 
naturally within the orbit of our substantial 
northern branch, and the St. James’s con- 
nections are within the area of our equally 
substantial London organisation. 


Government House-Purchase 
Scheme 


You may recall that at our last annual 
general meeting I urged the Government 
and Building Societies to get together with- 
out delay and to ensure that additional 
funds be made available for house purchase. 
I also urged the removal of Profits Tax, 
and the provision of Trustee status for 
Building Societies. 


The question of Profits Tax has received 
some attention which we consider inade- 
quate and unsatisfactory. ‘Trustee status, 
however, is included in the Government 
Scheme announced in November, 1958. 


The purpose of the Government pro- 
posals is, to quote the White Paper, “ to 
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enable more people to buy their own homes 
by increasing the money available for lend- 
ing on mortgage ”’ 


Government determination to encourage 
home ownership is indeed a step forward 
and greatly to be welcomed. 


In common with all Building Societies, 
your Directors were informed of the terms 
of the Government proposals by Press 
reports and the issue of a White Paper. 
Your Board feel that this calls for the most 
careful consideration on the part of all 
directors of Building Societies, especially 
bearing in mind possible further new legis- 
lation at some future date. 


Administration 


Members will appreciate that our con- 
siderable growth in recent years carries 
with it the need to enlarge and improve our 
administrative accommodation and equip- 
ment. Our two existing head offices are 
now inadequate and uneconomic. Your 





Directors are, therefore, engaged in the 
setting up of an overall administrative 
centre, to serve not only immediate require- 
ments, but with ample space for future 
expansion. In the metropolis also we need 
to adjust ourselves to changing circum- 
stances, and plans are in hand for our 
advantageous re-housing. All this re-plan- 
ning will inevitably entail additional ex- 
penditure during a year or so of transition, 
but the result should not only provide 
facilities and equipment adequate for our 
size and needs, but also effect economy in 
future administration. 


Management and Staff 


Members will recognise that our growth 
and record figures are only achieved by the 
aid of a loyal and enthusiastic management 
and staff. ‘Their efforts are greatly appre- 
ciated, and the happy relationship existing 
between all departments and branches in 
our organisation should be recorded. 
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AUTHORIZED CAPITAL ¥ 10,000,000,000 
CAPITAL (PAID-UP) ¥ 4,400,000,000 
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Authorized Foreign Exchange Bank 


HEAD OFFICE IN OSAKA WITH 103 
BRANCH OFFICES THROUGHOUT JAPAN. 


London Representative Office : 
13/14 King Street, London, E.C.2, England 


New York Representative Office : 
61 Broadway, New York 6, N.Y., U.S.A. 
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U.K. Income Tax-free bonus of £3 per cent after 7 years. 
Worth £5.13.6 per cent (gross), when income tax is paid at 
8/6, if held for full period. 

NOTE Income tax is not deducted at source. 


Maximum holding £2,000 


(exclusive of holdings of previous issues) 


Free details from Post Offices, Banks or through your Stockbroker 


ISSUED BY THE NATIONAL SAVINGS COMMITTEE, LONDON, S.W.7. 
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PERU’s Oldest National Commercial Bank 
ESTABLISHED: 1889 


BANCO DE CREDITO DEL PERU 


Head Office: LIMA 


We place at your disposal a complete banking service through the 
network of 99 Branches and City Branches all over the Country. 


Our well organized FOREIGN DEPARTMENT has an experienced staff fully 
versed in English and other languages, and will gladly take care of your problems. 










Your enquiries are cordially invited 
















Capital: S/.80,000,000.00 Reserves: S/.100,499,372.84 








JOH. BERENBERG, GOSSLTER & CO. 


Founded 1590 





BANKERS 





HAMBURG II Alterwall 32 


02 11736 
Telephone: 32 1266 Teleprinter: 02 11157 Telegraphic Address: Berenberg 
02 12554 

















BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
















Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 
CAPITAL FULLY PAID ‘3 os re Rials 2,000,000,000 
RESERVES (Banking Department) .. re Rials 659,000,000 
DEPOSITS o es Rials 29,401,148,683 


Governor and Chairman of Executive Board : HIS EXCELLENCY EBRAHIM KASHANI 
Head Office : TEHRAN, IRAN 


Over 190 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
New York Representative : One Wall Street, New York 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous branches 
in Iran deals with every description of Banking business. 


ADMINISTERS NATIONAL SAVINGS 











BANCO DI SANTO SPIRITO | 


Established 1605 





Head Office: ROMA — 173, Via del Corso 


COMPLETE INTERNATIONAL BANKING SERVICE 








BANCA VONWILLER S.p. A. 


ESTABLISHED 1819 
Capital and Reserves Lit. 1,179,432,640.— 


Telegraphic Address: VONWILLER 
Head Office: 14, Via Armorari, Milan 
Swiss Center Agency: Piazza Cavour, Milan 


ALL DOMESTIC AND FOREIGN BANKING TRANSACTIONS 
Correspondents throughout the World 











Well held / 4, | DO YOU STILL WANT 


P.P.J. Book-type Home Safes can CK | to retain discarded bits and pieces 
accumulate most gratifying amounts 1 
of money over a period of weeks . Zs of old jewellery, goid and silver? : 
sums that are well worth depositing. They could help this voluntersil 
This greatly encourages saving, stops és 
time-wasting over small entries and Hospital if sent to the 
minimises charges. P.P.J. Book- J 

type Home Safes are supplied with Appeal Secretary, 


our name and housemarkembossed <& 

aa the smart leather-cloth covers “ FLORENCE NIGHTINGALE 
and are available ~ Me number | HOSPITAL, 
attractive colours. y not sen ters 

today for samples and prices—and <<¢ 19 Lisson Grove, London, N. wa 
go into the matter fully ? 


P.P.J. BOOK-TYPE HOME SAFES q 
Pearson - Page- Jewsbury Co. Limited, Barbara Kelly asks for he 


Dept. 12, Westwood Works, Westwood ‘I’m asking you to help in the fight against c yt 
Road, Witton, Birmingham, 6 Me children’ says Barbara Kelly. ‘The other day i 

N.S.P.C.C. told me of a recent case which 

shocked me. We have all heard people talking 

cruelty to children—but it isn’t until we 

actual details that we realise what we are up 


| ‘This particular man had smacked his 2-year-old ¢ 
| 























across the mouth with the back of his hand, sa 
make you respect me.’’ He then pushed the child i 
and kicked her as she lay on the floor. The NSP. _ 
prosecuted for cruelty and he was convicted.’ 
| This is only one of thousands of cases. When advising @ 
wills and bequests, please remember the 


N-S-P-C-C 


Victory House, Leicester Sq., London, 
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